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Practical and Time Saving 
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Examiners’ Reports, Federal Reserve Reports, Condition Reports, and many other Period or Yearly 


records. 


Keeps and preserves important records intact and handy for ready reference from period to period 


or year to year. 


Security Made from Durable Leatherope 


It consists of a durable Leatherope outside container (strong, 5-piece 
construction) size 10x12 with a 31-inch Expanding Capacity, equipped 
with strong Tape-Ties and 10 separate Leatherope flat wallet Inserts 
size 914x11'4. 

The 10 inserts and also the outside container are all conveniently 


printed at the top of the flaps with a standardized ‘‘From and To”’ record 
form. 


THE SECURITY LEATHEROPE REPORT WALLET FILLS 
A WELL DEFINED NEED 
You can secure them direct at the following prices: 


1 5 10 25 50 100 
No. 1080 TM Price $1.80 $8.00 $14.25 $28.80 $53.20 $99.70 


Shipping weight is approximately 1 Ib. per Wallet. 
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Follow 1925 Wisconsin Tax Legislation in Our Service 
SPECIAL—1924 Material and Full 1925 Service, $37.50 


1. Bound Volume—Income Tax Law, as Amended, Inierpre- 
tation, Illustration, Rulings, Citations, Digest Wisconsin 
Supreme Court Decisions, Laws Governing Refund and Ke- 
covery of Illegal and Erroneous Taxes, Completely Indexed. 
(May Be Had Separately for $7.50.) 


2. Weekly Supplements—Loose Leaf—Current Income Tax 


Rulings and Opinions, Rulings on Real and Personal Prop- 
erty and Inheritance Taxes, Rulings Under the New Bank 
Tax Law. Constantly Up-to-Date. Fully Indexed. 


3. Consultation _Privilege—-Including Ten Opinions, each 
opinion not requiring more than one hour's preparation. 








Our service used by Wisconsin Supreme Court and U.S. Bureau of Internal Revenue 


HENRY B. NELSON, Inc., 515 University Bldg., Milwaukee | 





An Excellent Medium of Publicity for Tax Specialists 
Many users order these Record Wallets in 
plimentary distribution. They are a_ resultful 
because of their practical utility and long life. ; ; 
We will print your complimentary card in black ink on the Outside 
Wallets only at $2.80 per lot, or on both the outside Expanding 
Wallets and the Flat Insert Wallets at $3.00 per 50 sets or less, and 
at $4.00 per 100 sets. 
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Business Reorganizations in Their 
Relation to Income ‘laxation 


By Leo H. HorrMAN* 


GITATION resulted in legislation (the Rev- 
A enue Act of 1924), but the legislation did not 
cure. Unfortunately, or fortunately, accord- 
ing to the point of view, reorganizations can still be 
made so as to avoid taxes. Such reorganizations are, 
in the language of the Supreme Court of the United 
States, “subject to’no legal censure.” The Depart- 
mental statement that “the statute does not allow 
the use of reorganizations to avoid the tax” (Art. 
1574, Reg. 65) must be qualified. 


Possibilities Under the Revenue Act of 1921 


Under the Revenue Act of 1921 as amended the 
following results, among others, could be accom- 
plished by reorganization: 

(a) Any amount could be 
distributed to the individual 


retained for employment in the business or for in- 
vestment by the corporation without danger of tax 
liability. 

(d) Under any excess profits tax law which might 
be enacted in the future there was some chance of 
obtaining a greater invested capital after reorganiza- 
tion than before. 

(e) Without any tax liability, the capitalization 
structure of a corporation could be satisfactorily 
adjusted with respect to the relationship between 
bonds, preferred stock and common stock, the 
amount and rate of bond interest and preferred divi- 
dends, the optional or obligatory redemption of 
bonds or preferred stock, and the ‘redemption price. 


Revenue Act of 1924 


stockholders from the liquid 
assets of a corporation sub- 
ject to an individual tax lia- 
bility not exceeding 12% per 
cent of that portion of the 
liquid assets received which 
did not exceed the taxable 
profit, provided the original 
stock was acquired for in- 
vestment and held for more 
than two years. The liquid 
assets could not only repre- 
sent surplus earnings, but 
also cash obtained from the 
sale of new bonds or addi- 
tional stock. 


N drafting the Revenue Act of 1924, an 
attempt was made to close the revenue 
leaks under the previous laws. Among the 
provisions to curb tax avoidance is one affect- 
ing reorganizations. Its purpose is to prevent 
a transfer of property in a tax-free exchange 


by the new owner at a stepped-up basis free 
of tax, or to prevent the new owner from tak- 
ing depreciation or depletion on that basis. 
The degree of success attained by the Act of 
1924 in forestalling any tax advantage from 
reorganization of a corporation is demon- 
strated in this article. 





~ Results (a), (b) and (c) 


above were viewed by the 
Department as undesirable; 
result (d), effecting no pres- 
ent avoidance of tax, was not 
given any attention; result 
(e) was considered worthy. 
The Department, therefore, 
undertook to have the Reve- 
nue Act of 1924 so framed as 
to permit what it deemed 
good to exist and to wipe out 
the bad. What the Depart- 
ment feels the new legisla- 
tion has_ accomplished, 
touching future transactions, 
is happily summarized in 


(b) Without any income tax liability, the pres- 
ent value of assets subject to depletion and deprecia- 
tion could be established as the basis for future de- 
pletion and depreciation deductions. 

(c) Accumulated profits, which might be subject 
to the then tax upon surplus unreasonably accumu- 
lated or to some new form of tax on undistributed 
surplus which Congress might enact, could be 


*Of the Chicago Bar. 


Art. 1574 of Reg. 65 as follows: 


Since corporate reorganizations which result only in a 
change in form and which do not substantially affect the 
property interests either of the shareholders or of the 
corporation may be required or may be made desirable 
by business conditions, State laws or other causes, the 
statute provides that no gain or loss shall be recognized 
to the shareholders from the exchange of stock made 
in connection with the reorganization nor to the cor- 
porations from the exchange of property made in con- 
nection with the reorganization. * * * 








8 THE NATIONAL INCOME TAX MAGAZINE 


In conformity with the principle of ignoring for tax 
purposes those reorganizations which result merely in 
a change in form, the statute provides further that the 
stock received by the shareholders in connection with 
the reorganization shall have the same basis for the 
purpose of determining gain or loss from its subse- 
quent sale as the stock surrendered by them and that 
the assets acquired by a corporation a party to the reor- 
ganization shall have the same basis for the purposes 
of depreciation, depletion, and the determination of gain 
or loss from subsequent sale as they had in the hands of 
the corporation from which they were acquired. * * * 
The exchanges made by both the shareholders and the 
corporations in connection with a reorganization are 
ignored and both are treated thereafter as if the reor- 
ganization had not occurred. 

Adequate provision is made in the statute for cases in 
which income is actually realized by the shareholders in 
connection with the reorganization through the receipt of 
cash or property other than the stock of a corporation a 
party to the reorganization. * * * In such cases the gain 
to the shareholder is recognized and taxed, but in an 
amount not exceeding the amount of the money or the 
other property received in connection with the reorganiza- 
tion. If the money so distributed in connection with the 
reorganization has the effect of the distribution of a 
taxable dividend, such gain is taxed not as a capital gain 
but as an ordinary dividend subject to the surtax rates. 
While placing no obstacle in the way of genuine reor- 
ganizations, the statute does not allow the use of reor- 
ganizations to avoid the tax. 


The Department was not content to deal with the 
future only but caused certain retroactive features 
to be included in the law. These are embodied in 
paragraphs (7) and (8) of Section 204 (a) of the 
Revenue Act of 1924. The salient portions of the 
section are: 

(7) If the property * * *.was acquired after De- 
cember 31, 1917, by a corporation in connection with a 
reorganization, and immediately after the transfer an in- 
terest or control of 80 per centum or more remained in 
the same persons or any of them, then the basis (for 
gain, loss, depletion, or depreciation) shall, * * * be the 
same as it would be in the hands of the transferor, * * *. 

(8) Ifthe property * * * was acquired after De- 
cember 31, 1920, by a corporation by the issuance of its 
stock or securities (to a controlling stockholder or hold- 
ers) * * * then the basis (for gain, loss, depletion or de- 
preciation) shall * * * be the same as it would be in the 
hands of the transferor. (Brackets author’s.) 


From the foregoing it is apparent that Section 204 
(a) (7) is retroactive to January 1, 1918; that is, it 
applies to transactions closed within the past seven 
years; and that Section 203 (a) (8) is retroactive to 
January 1, 1921; that is, it applies to transactions 
completed within the past four years. 


Hardship Caused by the Revenue Act of 1924 


It is unnecessary to argue in support of the propo- 
sition that retroactive operation of revenue laws, 
particularly over a long period, is presumptively 
objectionable and calls fer justification by excep- 
tional circumstances. When, long after the con- 
summation of certain transactions having a definite 
and recognized effect upon tax liability, taxpayers 
are surprised by the enactment of laws imputing a 
different effect to such transactions, greatly to their 
disadvantage, they feel a resentment which is cer- 
tainly inevitable and no doubt justifiable and which 
can not help but react against the political party, or 
even against the Government, which thus violates 
common standards of right and fairness. This is 
none the less true where the change does not directly 
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relate to the rate or levy of the tax but operates 
indirectly upon the tax liability through the basic 
determining conditions. The erratic operation of 
this retroactive legislation and the consequent in- 
justice, discrimination and confusion are illustrated 
below: 

Case 1. A bought property in 1913 for $50,000. 
On August 10, 1923, he transferred it to the X 
corporation for all of its stock, $400,000. On Decem- 
ber 20, 1923, he sold all this stock to strangers for 
$400,000. A, as is just, paid his tax on this sale 
of the stock. Notwithstanding, the corporation 
must use $50,000, instead of $400,000, as the basis 
for determining gain, loss, depreciation or depletion. 
Thus we see that the corporation directly and the 
innocent stockholders (strangers to A) indirectly 
are called upon to pay a tax already paid by A, the 
only one to profit by the transaction. Had the 
Revenue Act of 1924 been foreseen, the transaction 
could have so been effected as to avoid this unjust 
tax. Naturally, the question is asked by X and its 
stockholders: How can we avoid this tax? 


Case 2. All facts are the same as in case (1) 
except that A does not sell his stock. Instead cor- 
poration X sells the property on December 10, 1923, 
for $400,000. Thereafter on January 5, 1924, corpo- 
ration X buys other property for $400,000. The 
basis for determining gain, loss, depreciation and 
depletion on the new property is $400,000; in other 
words corporation X receives a return of $400,000 
tax-free. Should not the aggrieved in case (1) smart 
under the discrimination? 

Case 3. A, Band C, three individuals each owned 
a property, valued in 1923 at $50,000 (total value 
$150,000). A paid $5,000 for his piece, while B and 
C each paid $50,000 for theirs. In 1923 they con- 
veyed the property to the X corporation for all of 
its stock, $150,000. If the X corporation were to 
sell the entire property in 1924, it would have to pay 
a tax on $45,000. Thus A, B and C must through 
the corporation pay a tax on $45,000, although A, in 
turn, will have to pay a tax on the same amount 
when he sells his stock. 

Case 4. A, B, C, D and E individuals, and X, Y 
and Z corporations, effect a reorganization which 
results in corporation M. The total property re- 
ceived by M was worth $10,000,000 and stock in 
that amount was issued. The cost of the properties 
to the eight transferors varied greatly, so, too, the 
dates of acquisition. Further the individuals kept 
very poor or no records, and the records of corpora- 
tion Y were lost in a fire. 

Can you picture the confusion and the additional 
accounting thrust upon the M corporation to deter- 
mine its basis for profit, loss, depletion and deprecia- 
tion? In addition, accounting records must be kept 
on the basis of the capitalization. Corporation M, 
therefore, is looking for a way to avoid all the red 
tape and get a fair basis. 


Relief Under the Revenue Act of 1924 


The Revenue Act of 1924 is not devoid of any 
relief. Practically everything that could be accom- 
plished under the Revenue Act of 1921 can be 
effected under the Revenue Act of 1924. Thus: 


(Continued on page 38) 
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The Income Tax a Remedy for 
the Farmer’s Tax Burden 


By Epwin R. A. SELIGMAN* 


URING the last few years, we have heard ever 
more frequent complaints as to the burden of 
taxation. While they have come from all 

parts of the community, the most vociferous have 
been those of the farmers, who contend that they 
are overtaxed in comparison with other classes 
of the community. How far is this contention 
true? 


So far as the weight of Federal taxation is con- 
cerned, there is probably 
little truth in the conten- 
tion. The taxes which have 
been bequeathed to us by 
the great war are composed 
in great measure of taxes on 
incomes and earnings; with 
the comparative paucity of 
great incomes among farm- 
ers, our system of graduated 
taxation falls primarily on 
the wealthy business man 
and the large property 
owner. The great mass of 
farmers are in the lower 
income tax brackets. 


on tangible assets. 


The situation is, however, 
very different in the case of 
state and local taxation, 
which is imposed primarily 
upon property and the bur- 
den of which is both more 
proximate and more crushing. It is here that the 
chief complaints as to inequality are urged. Are 
they well founded? 


Early Tax Policy 


In the early period of the country’s settlement, 
real estate was naturally the chief element of prop- 
erty. There was little, if anything, else of value 
for the tax assessor to reach. The fiscal demands 
of the community, however, were everywhere, at 
this period, so slight and the rate of taxation so 
low as to cause but little dissatisfaction. 

Gradually, the expenditures of government for 
both state and local purposes increased. But the 
burden on real estate was not appreciably larger, 
partly because its selling value now also increased 
and chiefly because the development of trade and 
commerce brought into existence an increasing 
mass of personal property in the shape of mer- 
chants’ capital, stock in trade and the tangible prop- 
erty of a gradual, although slight, industrial develop- 
ment. Under the general property tax, both real 


*McVickar Professor of Economics, Columbia University. Copy- 
righted, 1924, Associated Editors, Inc. 


HANGES in economic conditions neces- 
sitate gradual readjustments in industrial 
They no less cause a 
need for modifications of the manner in which 
public revenue is raised. The growth of in- 
tangible wealth and the ease with which it 
can be secluded from the tax collector has 
made the property tax disproportionately heavy 


and social conditions. 


During the lean years since the World War, 
the farmer has attributed a large part of his 
financial tribulations to the payment of more 


than his fair share of taxes. 
Professor Seligman shows how this has come 
about through natural, economic changes. He 
suggests a concrete remedy in the substitution 
of taxes on profits and earnings in place of the 
property tax for the chief source of revenue. 





and personal property now bore their fair share of 
the burden and there was but little complaint. 


With the development of modern industrial meth- 
ods under the factory or the capitalist system, the 
situation suffered a material change. Personal prop- 
erty assumed more and more the form of intangible 
personalty. Business became, to a great extent, 
corporate. Stocks and bonds, mortgages and other 
securities constituted a continually growing share 
of the wealth of individuals. 
Finally we reached the situa- 
tion, as in our great indus- 
trial centers today, where 
the great mass of the social 
income is derived from other 
sources than land. 


Difficult to Assess 
Intangibles 


As this process developed 
we find that it became in- 
creasingly difficult for the 
tax assessor to ascertain per- 
sonal property. More and 
more personal property slip- 
ped out of the assessment 
lists. In the towns and 
cities, where the great mass: 
of personalty consists of in- 
tangibles, this is especially 
true; and even where tan- 
gible personalty is actually 
reached it is far simpler to find the agricultural im- 
plements and the cattle of the farmer than the 
jewelry and the pictures of the city dweller. Al- 
though the income from other sources than land now 
forms a preponderant part of the whole, the assess- 
ment lists, under the general property tax show a 
reverse tendency, so that the overwhelming mass 
of taxable property has come to consist of real 
estate. 

A few figures may be pertinent. In the year 1922, 
there was only one state in the Union—South Caro- 
lina—where the assessment of personal property 
was more than that of real estate. The figures are 
218 and 217 millions respectively. And there was 
only one of the western states where the assessed 
personal property was almost as great as that of 
real estate, namely Iowa, where the taxable valua- 
tion of real estate was 871 million and that of per- 
sonalty 806 million. 


In this article 


Real Estate vs. Personalty 
In these two states, one in the South, and one in 
the West, we still find a rather primitive economic 
system, chiefly agricultural in character, and yet 
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where taxable personalty constitutes about one-half 
of the entire valuation. In the other states we find 
various stages of the development away from this 
primitive situation. 


Thus, if we choose a typical state from the South 
and the West, we learn that personal property fig- 
ures for only about one-third of the whole in the 
assessment lists: in Alabama we find real estate 
assessed at 624 millions, personalty at 319 millions; 
in Kansas, real estate 2,317 millions, personalty, 
1,237 millions. 


When we reach the Middle states we find a pro- 
gressive disappearance of personal property valua- 
tions. In Indiana and Illinois, for instance, person- 
alty constitutes only about one-fourth of the whole. 
The figures are: for Indiana, realty, 3,890 millions, 
personalty, 1,335 millions; for Illinois, realty 2,778 
millions, personalty, 876 millions. With the greater 
industrial development in typical Eastern states we 
find the movement accelerated. In Massachusetts 
personalty was only about one-sixth of the whole: 
realty 4,705 millions, personalty, 973 millions. Fin- 
ally, in the most developed industrial states, per- 
sonalty virtually disappears. In New York person- 
alty was only about one-nineteenth of the whole: 
realty, 18,160 millions, personalty, 918 millions; in 
New Jersey, personalty constituted only one-sixtieth 
of the whole. 


Similar Tax Trend Universal 


In other words, the United States is going through 
the same development that we find in every other 
part of the world. The more modern the industrial 
development and the greater the departure from 
primitive conditions; the more striking is the dis- 
crepancy between the assessed valuation of realty 
and of personalty, until finally in the most developed 


sections personalty virtually disappears from the 
assessment lists. 


Thus, while as a matter of fact and of common 
knowledge, the income from real estate forms a con- 
tinually smaller proportion of the entire social in- 
come, the valuation of property for tax purposes 
shows the reverse tendency until real estate has to 
bear a constantly increasing burden. With the 
great development of government functions, with 
the larger expenditures for good roads and for 
schools, the tax rate mounts until the burden has 
become a literally crushing one. 


The situation, bad as it is, becomes much worse 
when we consider the actual incidence of the real 
estate tax as between the city and the country. 
In the cities, real estate consists, to a considerable 
extent, of houses or improvements on the land. It 
is true, of course, that the larger the city, the greater 
the value of the land; but it is equally true that the 
more valuable the land, the more it pays to build an 
expensive structure on the land. The frame shack 
gives way to the brick house; the brick house to the 
stone mansion; and finally the stone edifice to the 
steel skyscraper. 


Nothing is better settled in economic science than 
the fact that a tax on the structure is shifted to 
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the occupier. For, unless the capitalist can secure 
the usual return from his investment, he will not 
put his capital into the building of houses. In the 
cities, therefore, a large part, at least, of the tax on 
realty is shifted to the occupier; and where the 
occupier is a business man, the burden falls on the 
ultimate consumer. 


The owner of the real estate does not bear that 
part of the tax. And even in so far as the tax on 
the bare land remains on the owner, it will reflect 
itself, through the process of capitalization, in the 
selling price of the land: the purchaser of the land 
makes allowance for the tax in the purchase price 
and can not be really said to bear the burden of 
the tax, as long as it is not increased. 


But how is it with the farmer? If the farmer 
raises products of a purely local consumption, it is 
indeed possible that, other things being equal, he 
may be able to shift the tax to the consumer. But 
in proportion as the farmer raises products which 
have a wider market, whether national or inter- 
national, this process becomes increasingly difficult. 
The price of wheat, for instance, is fixed not in 
North Dakota, but in the world market at Liver- 
pool. Moreover, the North Dakota farmer has to 
meet the competition of the agriculturist in Russia, 
in India, and in the Argentine. 


Thus the price of wheat on the international mar- 
ket will be but slightly affected by any particular 
burdens on the North Dakota farmer. In other 
words, it becomes increasingly difficult for a farmer 
that deals with national and international products 
to shift his real estate tax. 


If we add to this consideration the fact mentioned 
above, that even as to tangible personal property, 
the farmer is often assessed where the city dweller 
escapes, we are forced to the conclusion that the 
farmer is today the underdog in the tax situation. 
He has to bear not only the nominal brunt of the 
tax but the overwhelming mass of the actual burden. 
The complaints of the farmer are therefore well 
founded. In prosperous times, when prices of agri- 
cultural products are rising, he finds it compara- 
tively easy to bear this burden. But in normal times 
and when prices of agricultural products are on the 
down grade, as during the past few years, the 
burden becomes an intolerable one. 


What, then, is the solution of the difficulty? The 
farmer is casting about for remedies and all sorts of 
“cure-alls” have been proposed. Fortunately, he 
turns a deaf ear to some propositions. The single 
tax propaganda, for instance, is much less effective 
in the United States than it was a generation ago; 
and the proposition to put the entire weight of taxa 
tion upon land naturally does not appeal to the 
farmer. ‘The recent business man’s suggestion to 
introduce a sales tax also met with stone wall oppo 
sition from the farmer, who realized that any further 
increase in the prices of commodities which he was 
compelled to buy with his products would only 
augment his difficulties. 

On the other hand, the farmer has turned his 
thoughts toward making the general property tax 
more effective. He argues that since personal prop- 
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erty slips out of the assessment list and thus escapes 
its proper burdens, the way to remedy the situation 
is to enforce the general property tax more rigidly 


by a listing system and thus to lighten his own 
burden. 


This is where the farmer makes his mistake. He 
is attempting the impossible. He can no more bring 
personal property back into the assessment lists by 
legislation than could King Canute stop the on- 
coming waves by a simple command. A tax system 
is always the consequence of a general economic 
system. It has been pointed out above that under 
the economic changes that are taking place in this 
country, with the transition from tangible to intan- 
gible personalty, it is impossible to keep personal 
property in the assessment lists. 


The sole result of more rigid laws designed to 
effect this end is to increase not revenue, but con- 
cealment and perjury. This has been the universal 
history of mankind. What is taking place in the 
United States today has occurred in every other 
civilized country. England and Germany and 
France and Italy have long since—in some cases 
generations ago—relinquished the effort to impose 
a tax on personal property. Everywhere in the 
world, with the exception of the United States, the 
general property tax has been abandoned as the 
principal source of revenue. Any effort made by the 
farmer to tax mortgages or to assess intangible per- 
sonalty will only react upon himself by making the 
situation worse instead of better. 


What, then, is the way out? We must do exactly 
what the European countries have done. We must 
induce the great mass of American commonwealths, 
as they become more and more industrialized, to do 
what New York has already done. What is this new 
method? 


In the first place the attempt was made to supple- 
ment the general property tax by other sources of 
revenue such as the tax on inheritances and on 
public utilities. But inasmuch as, in the course of 
several decades, this did not suffice to reduce the 
rate on real estate, New York resolved to take the 
bull by the horns and to abandon the general prop- 
erty tax—no longer supplementing, but now sup- 
planting, it by taxes on personal incomes and busi- 
ness earnings. Instead of attempting to impose pro- 
hibitive and impossible rates on intangible person 
alty, the attempt was made to reach the non-agricul- 
tural sources of wealth by giving up property as the 
criterion of wealth and by substituting taxes on 
profits and on earnings. 


It took quite a number of years to educate the 
public, but finally all classes agreed. The business 
man accepted the income tax because he recognized 
that his prosperity was measured more accurately 
by his profits under an income tax than by the 
amount of his stock-in-trade under a property tax. 
The farmer learned that a tax on earnings would 
reach the immense class of professional earnings 
which are entirely exempt under a general property 
tax. And he furthermore became convinced that a 
tax on business incomes would be paid primarily 


THE NATIONAL INCOME TAX MAGAZINE 11 


in the towns and cities where business is carried on, 
rather than in the country where farming is not 


essentially a business, or at all events, not a lucrative 
business. 


Under-assessment Prevented 


The result of the movement in New York has 
been that these income and business taxes, levied 
on a state-wide basis for administrative purposes, 
have been to a considerable extent distributed back 
to the localities, thus giving them a great assistance 
and affording them a larger revenue than they ever 
secured from the attempt to put a local tax on per- 
sonal property. Moreover, in New York, where the 
proportion of the income tax received by the locality 
depends on the assessment of real estate, the result 
has been to check the mad race for under-assessment 
in the local real estate tax, which is another thorn 
in the side of the farmer virtually throughout the 
length and breadth of the land. 


In New York, at least, the way of reform has been 
clearly pointed out; it would be impossible to induce 
the rural population to revert to the old system. 


What has been done in New York is being done 
to a somewhat lesser extent in Massachusetts and 
other Eastern states. The newer method has found 
its way, in part at least, to Wisconsin, and a few 
of the other states. It is bound, gradually, to spread 
throughout the entire country. 


The farmer is, indeed, overtaxed. Under actual 
conditions in most parts of the United States he 
bears an unequal and unjustifiable burden. But the 
remedy for the situation lies in accommodating the 
tax system to a changed and modern economic 
system. In most of the United States, the farmer is 
still listening to false gods. When he once learns 
to appreciate the true situation and to analyze con- 
ditions as they are, he will find it no more difficult to 
remedy the situation than have the farmers in New 
York and throughout the foremost countries of 
Europe. There is a remedy for the farmer’s tax 
troubles, if he will only learn to analyze them 
correctly. 


Taxation Chief Theme of Secretary 
Mellon’s Annual Report to Congress 


N HIS annual report to Congress for the fiscal 

year ended June 30, 1924, Secretary Mellon gives 
the most prominence to Federal taxation issues. In 
conformity with policies previously declared, he 
favors further reduction of the higher surtaxes and 
the levy on estates, elimination of the tax on gifts, 
and the repeal of the provision of the Act of 1924 
providing for publication of the amount of tax paid. 


Mr. Mellon in forestalling expectation of further 
general tax reduction differentiates between tax re- 
duction and tax reform, and applies the latter term 
to his proposals. The recommendations made 
would modity the tax law so as to conform to the 
bill before the last Congress, known as the Mellon 
Plan. 











Notes on the Revenue Act of 1924 
—Income Tax Provisions 


By Roswe._i F. MaAciILyi* 


URING the first six months of the year, the 
country had the rather unusual experience of 
wide-spread discussion of some of the features 

of a highly technical statute—the bill which became 
the Revenue Act of 1924.1 In view of the lengthy 
debates upon its provisions and the various polls 
taken to determine its appeal to taxpayers, it might 
seem a work of supererogation to discuss here the 
changes in the income tax law effected by the new 
Act. Since, however, the public discussions related 
in general to the economic rather than to the legal 
effects of the Act, and since the Treasury’s inter- 
pretation of the income tax sections of the Act has 
only recently appeared,” there may yet be a place 
for a consideration of the outstanding legal prob- 
lems presented by the provisions which are new in 
this Act or in the Regulations. Since any of the 
major changes in the Act would alone deserve an 
article by itself, the best that can be hoped for here 
is merely to state some of the neat cases which will 
arise to plague the Treasury and the courts, and to 
suggest a few of the possible solutions. 


The discussion may be subdivided into seven 
topics, arranged according to the order in which 
the pertinent sections appear in the Act: Corporate 
distributions; gain and loss from exchanges; sales 
and reorganizations; basis for determining gain or 
loss; depreciation and depletion; trusts and estates ; 
other substantive changes; and administrative 
changes. 


Corporate Distributions 


Congress made at least three changes of major 
importance in Section 201, which relates to corpo- 
rate distributions. It has become customary to alter 
the method of taxing liquidating dividends in each 
succeeding revenue act; this tradition was duly 
observed. Again, in the interests of a logical treat- 
ment and over heated protests, a new disposition of 
dividends out of earnings and profits accumulated 
before March 1, 1913, was provided for. Finally, 
the Treasury obtained legislative sanction for a 
doubtful ruling with reference to distributions 
neither out of earnings or profits, nor out of increase 
in value of property accrued prior to March 1, 1913, 
with the addition in the Senate of a hardly defen- 
sible provision relative to distributions from a re- 
serve based on the discovery value of mines. 


* Associate Professor of Law, Columbia University. Mr. Magill, 
while a member of the staff of the Solicitor of Internal Revenue, took 
a leading part in the drafting of Regulations 65. Article republished 
by permission from the Columbia Law Review. 

1The effective date of the income tax provisions is, in general, Janu- 
ary 1, 1924. 

2Regulations 65, issued November 12, 1924. The Act, in Section 
1001 specifically gives the Commissioner of Internal Revenue the 
authority, with the approval of the Secretary of the Treasury, “‘to pre- 
scribe all needful rules and regulations for the enforcement of this Act.” 
The Regulations furnish, therefore, (1) the outline of the administra- 
tive procedure adopted by the Department, and (2) the official interpre- 
tation of the provisions of the Act. 


The revenue acts since 1916° have recognized the 
principle that distributions out of corporate sur- 
plus accumulated before March 1, 1913, the effective 
date of the first income tax act, should in general 
be exempt from tax.* The theory of this exemption 
has evidently been that such distributions are, for 
purposes of income taxation, a return of capital to 
the shareholder.’ If they are a return of capital, it 
is obvious that the shareholder’s capital investment 
in the stock is correspondingly reduced when he 
comes to determine gain or loss from a subsequent 
disposition of the shares. The 1921 Act provided, 
however, that such a distribution should be applied 
against the shareholder’s capital investment® in the 
stock only in determining loss; not in determining 
gain from its subsequent sale or exchange. The 
1924 Act provides in Section 201 (b) that a distribu- 
tion out of corporate earnings and profits accumu- 
lated before March 1, 1913, shall be applied against 
the basis of the stock’ for the purposes of determin- 
ing both gain and loss from its subsequent sale.® 

Logically, this provision of the new Act appears 
entirely justifiable. In the absence of such a require- 
ment, it is apparent that a shareholder will be 
allowed a return of capital twice. The argument 
against the new provision will doubtless be that a 
shareholder may, under this subdivision and sub- 
divisions (c) and (d) of Section 201, become liable 





8Section 2 (a), Act of September 8, 1916; Section 201 (a) and (b), 
Act of February 24, 1919; Section 201 (a) and (b), Act of November 
23, 1921; Act of June 2, 1924, Section 201 (a) and (b). 


4The principal condition imposed by the acts has been that earnings 
= : a accumulated since February 28, 1913, must first have been 
istributed, 


5It should be noted that such distributions might constitutionally be 
taxed. Lynch v. Hornby (1918) 247 U. S. 339, 38 Sup. Ct. 543; 
Peabody v. Eisner (1918) 247 U. S. 347, 38 Sup. Ct. 546. 


On the same theory, the basis for determining gain from a sale or 
exchange of shares purchased before March 1, 1913, is their cost or 
March 1, 1913 value, whichever is greater. See infra, p. 852, as to 
the provisions in this regard in the 1924 law. 


6Section 21 (b) of the 1921 Act provides: “For the purposes of this 
Act every distribution is made out of earnings or profits, and from the 
most recently accumulated earnings or profits, to the extent of such 
earnings or profits accumulated since February 28, 1913; but any earn- 
ings or profits accumulated or increase in value of property accrued 
prior to March 1, 1913, may be distributed exempt from the tax, after 
the earnings and profits accumulated since February 28, 1913, have 
been distributed. f any such tax-free distribution has been made, the 
distributee shall not be allowed as a deduction from gross income any 
loss sustained from the sale or other disposition of his stock or shares 
unless, and then only to the extent that, the basis provided in section 202 
exceeds the sum of (1) the amount realized from the sale or other dis- 
position of such stock or shares, and (2) the aggregate amount of such 
distributions received by him thereon.” 


7The basis for determining gain or loss from the sale or other dis- 
position of property acquired after February 28, 1913, is in general its 
cost, with exceptions stated in Section 204 (a), pars. (1) to (11). The 
basis of property acquired before March 1, 1913, is, in general, its cost 
or March 1 value, whichever is greater. (See Section 204 (b), quoted 


in footnote 69, infra.) See infra, page 852, for a discussion of the 
latter provision. 


8The application of the section is brought out in the example given 
in Article 1543 of Regulations 65: “A purchased certain shares of 
stock subsequent to February 28, 1913, for $10,000. He received in 
1924 a distribution of $2,000 paid out of earnings and profits of the 
corporation accumulated prior to March 1, 1913. This distribution is 
not subject to tax, if the earnings and profits of the corporation ac- 
cumulated after February 28, 1913, have been distributed. If A sub- 
sequently sells the stock for $6,000, a deductible loss of $2,000 is sus- 


ioe If he sells the stock for $9,000, he realizes a taxable gain of 
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for an income tax on amounts which in fact are paid 
out of the capital of the corporation. Thus, sup- 
pose A purchased a share of stock in X corporation 
in 1918 for $100. In 1924, X distributes $25 out of its 
surplus accumulated before March 1, 1913, having 
previously distributed all earnings and profits ac- 
cumulated since that time. If subsequently X liqui- 
dates, distributing to A $100 out of its capital, A 
will be subject to the normal tax and surtax on $25 
(or, at his option, to the 12%4 per cent tax on capital 
net gains).® It appears from the Regulations, how- 
ever, that the shareholder will not be subjected di- 
rectly to tax on any excess of distributions from 
March 1, 1913, surplus over the cost or other basis 
of his stock.’® Since the statute does not directly 
provide for taxing such an excess,’? unquestionably 
the Regulations contain the sound interpretation,'? 
particularly in view of the previous treatment of 


distributions from. surplus accumulated before 
March 1, 1913. 


Soth the 1921 and 1924 Acts provide in sub- 
stance’® that any distribution not out of increase in 
value of property accrued prior to March 1, 1913, and 
not out of earnings and profits, shall be applied 
against the basis of the stock as a return of the 
capital investment. The 1924 Act contains a specific 
statement, however, which was not in the 1921 law, 
that if such a distribution is in excess of the basis, it 
shall be taxed as a gain from the sale or exchange of 
property. The Treasury placed the same interpreta- 
tion upon the former law, but this interpretation was 
of doubtful validity, since there was no such lan- 
guage in that subdivision of the Act.'* The basis for 
this requirement, which may result in a tax upon a 
distribution out of capital, is, of course, that the 
shareholder has realized a gain of a like kind to 
that he would have realized had he sold the stock; 
that so far as he is concerned this gain is income, 


since he has already received back his capital invest- 
ment. 


%See infra, page 840, for a discussion of the reason for this result, 
10Regulations 65, Article 1543. 


11To the effect that the excess anne properly be taxed, see the 
pamphlet 1924 Federal Income Tax Laws, pcos | by the Commerce 


Clearing House, at page 18. See also <s cases cited supra, footnote 5. 

12The omission from subdivision (b) of any provision subjecting to 
tax an excess of such distributions over the cost or other basis makes 
it unlikely that Congress intended to tax such excess, in view of the 


inclusion of a specific clause in subdivision (d), which deals with a 
distribution somewhat similar in kind. 


18Section 201 (c) of the 1921 Act provides: “Any distribution 
(whether in cash or other property) made by a corporation to its share- 
holders or members otherwise than out of (1) earnings or profits ac- 
cumulated since February 28, 1913, or (2) earnings or profits accumu- 
lated or increase in value of property accrued prior to March 1, 1913, 
shall be applied against and reduce the basis provided in section 202 
for the purpose of ascertaining the gain derived or the loss sustained 


from the sale or other disposition of the stock or shares by the dis- 
tributee.” 


Section 201 (d) of the 1924 Act provides: “If any distribution 
(not in partial or complete liquidation) made by a corporation to its 
shareholders is not out of increase in value of property accrued before 
March 1, 1913, and is not out of earnings or profits, then the amount 
of such distribution shall be applied against and reduce the basis of the 
stock provided in section 204, and if in excess of such basis, such excess 
shall be taxable in the same manner as a gain from the sale or ex- 
exchange of property. The provisions of this paragraph shall also 


apply to distributions from depletion reserves based on the discovery 
value of mines.” 


14For an es of this interpretation, see Mim. 3166, Cumulative 
Bulletin, III-1, p. 

Since subdivision (e) of Section 202 of the 1921 Act contains spe- 
cific provisions for the taxation of the excess over the basis in the cases 
therein provided for, it is difficult to argue that Congress intended 


that an excess of this distribution over the basis should be taxable in 
the absence of a specific requirement. 


For a discussion of this question see Commerce Clearing House Re 
write Service, July 10, 1923. 
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A typical case of such a distribution is one from 
a reserve’® set up by a corporation for the purpose 
of making good any loss of capital assets on account 
of depreciation or depletion. It is apparent that 
such a reserve from its very nature is not one out of 
which ordinary dividends can be paid. At first 
blush, then, the new sentence?® in this subdivision 
of the 1924 Act, which grants similar treatment to 
distributions from depletion reserves based upon 
the discovery value of mines, might seem to reach a 
desirable result. The provision appears on analysis, 
however, to be thoroughly unsound. The discovery 
value of a mine, that is, the fair market value at or 
within thirty days after the date of discovery, is not 
in any way predicated upon the amount of capital 
invested by the discoverer; rather, a discovery value 
is only pertinent when the fair market value of the 
mine is materially disproportionate to the cost of the 
property.’? Consequently, that part of a reserve for 
the depletion of a mine which was based upon a 
discovery value in excess of the cost of the mine 
would clearly consist, not of capital invested in the 
mine, but of corporate profits over and above such 
cost. Accordingly, a distribution from such part 
ought to be considered as an ordinary dividend, as it 
was considered by the Treasury under the 1921 
Act.*® This provision in the Act, therefore, is ob- 
jectionable on principle; it is further objectionable 
as granting to mines a special concession not ac- 
corded to oil and gas wells, which logically deserve 
similar treatment in this respect.'® 


Liquidation Distributions 


Corporate distributions in liquidations have pre- 
sented a difficult problem to Congress because of 
their likeness both to ordinary dividends and to 
the proceeds of a sale or exchange of the stock. 
On the one hand, the shareholder may receive in 
liquidation, at least in part, a distribution of cor- 
porate earnings and profits; on the other hand, he 
surrenders his share in a going concern for money 
or property, as he might have done by a sale of it. 
The 1918 Act treated amounts received by a share- 
holder in the liquidation of a corporation in the 
same manner as payments in exchange for his 
shares :*° the excess of the distribution, from what- 
ever source, over the cost or other basis was sub- 
jected both to the normal tax and the surtax. In 
the absence of a specific provision for liquidation 
dividends in the 1921 Act, the Treasury ruled that 
it should first be ascertained, following such a dis- 
tribution, whether the shareholder had reaped a 
gain or suffered a loss from the transaction; if a 
gain, it should be taxed as an ordinary dividend, 
to the extent that it had been paid out of earnings 





15See Regulations 62 and 65, Article 1546. 

16See the last sentence of Section 201 (d), quoted supra, footnote 15. 

17See Section 204 (c) of the Act, quoted infra, footnote 82. 

18Article 1546 of Regulations 62 under the 1921 Act was amended 
by Treasury Decision 3555 on February 20, 1924, by adding this sen 
tence: ‘“‘Dividends declared out of a depletion reserve based upon dis 
covery value to the extent that such reserve represents the excess of the 
discovery value over cost or March 1, 1913 value, are, when received 
by the stockholders, taxable as ordinary dividends.” 

19See a criticism of the new sentence by Professor T. S. Adams, 
Economic and Social Basis of Tar Reduction (1924) 11 Proceedings of 
the Academy of Political Science 24, 27, 28. 


20Revenue Act of 1918, Section 201 (c). 
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and profits accumulated since February 28, 1913; 
and to the extent that it was paid neither from 
such earnings, nor from earnings accumulated or 
increase in value of property accrued before March 
1, 1913, it should be subject to both the normal tax 
and the surtax.* The 1924 Act returns to the 
theory of the 1918 Act and extends the prescribed 
method to dividends in partial liquidation. Since 
amounts distributed in partial or complete liquida- 
tion are to be considered as in part or full payment 
for the stock, a gain from the transaction may be a 
capital gain under Section 208, and, hence, at the 
taxpayer’s option, subject only to a 12% per cent 
tax. Obviously this benefit is of relatively limited 
application. 

In practical effect, shareholders of a corporation 
may, at their own option, determine to a consider- 
able extent the manner in which they will be taxed 
upon a liquidation distribution. Suppose a corpo- 
ration has $100,000 capital, divided into 1,000 
shares, and $50,000 surplus accumulated since 
March 1, 1913. For convenience, suppose the share- 
holders having control paid $100 per share for their 
stock. If the shareholders having control are sub- 
ject to a rate of surtax of more than 12% per cent, 
it will usually be to their advantage on a dissolu- 
tion to distribute the entire $150 per share as a 
liquidation dividend, subject to not more than the 
12% per cent rate under the provisions for taxing 
capital gains. On the other hand, if the share- 
holders in control are subject to rates of surtax of 
less than 12% per cent, they should vote to dis- 
tribute the surplus as an ordinary dividend, which 
will be subject to the surtax only; and then sub- 
sequently agree to liquidate. 


Gain and Loss from Exchanges, Sales, and Reor- 
ganizations—Exchanges of Property 


No provisions of the Act present greater evi- 
dence of concentrated effort in draftsmanship than 
the sections dealing with the recognition and calcu- 
lation of gain and loss from sales, exchanges and 
reorganizations. Expanded from the single sec- 
tion in the 1921 Act, Section 202, to three lengthy 
sections in the 1924 Act, Sections 202, 203 and 204, 
the statutory requirements have been stated with 
such particularity as to be peculiarly formidable. 
Moreover, the provisions for various adjustments 
to the basis for determining gain or loss from a 
subsequent sale of property obtained through an 
exchange contain several “mystery clauses,” which 
seem to have no satisfactofy raison d’etre, except 
the very good one that they happen to work in con- 
crete cases. It is, then, through the application of 
the several sections to a few typical cases of reor- 
ganizations, that the general scheme of the new 
provisions, as well as some of the problems likely 
to arise, may best be disclosed. 


Section 203 provides, in the first place, that the 
entire amount of the gain or loss on a sale or an 
exchange shall be recognized, except as provided 


21See Min 3166, Cumulative Bulletin, III 1, p. 29. 
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in the section.*? This provision is, of course, a 
change from the general rule in the 1921 Act that 
gain or loss from an exchange of property was not 
recognized unless the property received in ex- 
change had a readily realizable market value. Sup- 
pose, then, that a share of stock is exchanged (not 
in a reorganization) for another share which has 
no readily realizable market value. Gain or loss 
may be recognized from such an exchange ;?* how 
much would it be? Presumably, although the 
Regulations are silent upon this point, it will be 
found by comparing the basis of the share ex- 
changed with the fair market value of the share 
received. “Fair market value” is not always easy 
to determine. It may be questioned whether the 
committee reports on the 1924 bill were justified in 
their comment that “This results in definiteness and 
accuracy and enables a taxpayer to determine prior 
to the consummation of a given transaction the tax 
liability that will result therefrom.”** 


The least difficult cases affected by Section 203, 
and those in which the statutory requirements most 
nearly correspond to the 1921 Act, are those relative 
to exchanges of property not in a reorganization. As 
in the 1921 law, property held for productive use in 
trade or business or for investment (not including 
stock in trade or other property held primarily for 
sale, nor securities, nor evidences of indebtedness or 
interest) may be exchanged for property of like kind 
without the recognition of gain or loss.*® The Regu- 
lations in Article 1572 have extended the previous 
definition of “like kind” by this sentence: “However, 
a leasehold of a fee with 30 years or more to run 
will be considered property of like kind to real es- 
tate.” Since a leasehold, even of thirty years or 
more, in the absence of statute, is ordinarily con- 
sidered personalty,?® this sentence is inconsistent 
with the preceding statement in the article to the 
effect that, if real estate is exchanged for personalty, 
taxable gain or loss results. Although the new sec- 
tion may give an equitable rule to aid in hard cases, 
it seems a questionable construction of an un- 
changed statutory provision which has had a con- 
sistently contrary interpretation. 


Under the 1924 Act, as under that of 1921, a per- 
son or persons** may transfer property to a corpora- 
tion in exchange for its stock or securities, without 
the recognition of gain or loss, if immediately after 
the exchange the transferors own 80 per cent or 
more of the corporate stock,** and the stock or secur- 
ities received by each are in proportion to their 


22Article 1571 of Regulations 65 paraphrases the statute thus: ‘‘Un- 
less the sale or exchange falls within the provisions of these articles, 
therefore,” (articles interpreting Section 203) “the entire amount of 
the gain or loss thereon must be calculated and reported.” 

23See Section 203 (b) (1). 

24Report of Committee on Ways and Means (68th Cong., Ist Sess.) 
p. 13; Report of Committee on Finance, p. 14. These reports are of 
unusual value in the interpretation of the meaning of the law, inasmuch 
as they contain, in considerable detail, statements of the changes the 
new act is expected to effect, and the reasons for such changes. 

25The changes in wording of the paragraph and the reasons therefor 
are set forth in detail in Statement of the Changes Made in the Rev- 
enue Act of 1921 by H. R. 6715 and the Reasons Therefor, prepared 
for the use of the Committee on Finance (68th Cong., 1st Sess.) page 5 
This document is hereafter referred to as “Statement.” 

26See 24 Cyc. 958; Schouler, Personal Property (2nd ed. 1884) §§ 
20, 21; Tiffany, Real Property (2nd. ed. 1920) §§ 97, 98. 

27The term “person” as used in the Act is defined as including an 
individual, a trust or estate, a partnership, or a corporation. See Sec- 
tion 1. 

*See Section 203 (b) (4). 
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respective interests in the property exchanged. The 
1924 Act specifically requires, however, what the 
former law did not—that the exchange of the prop- 
erty be for stock and securities and not for money.*® 
Again, although the Act might be thought to limit 
the provision in the case of a transfer by several per- 
sons to one in which each person had an interest in 
a single property which was transferred, the Regula- 
tions have, in an example,*°® liberalized this construc- 
tion by permitting A to transfer a patent right, B 
a factory, and C machinery, to the X corporation in 
exchange for its stock, without the recognition of 
gain or loss, so long as the amounts of stock received 
correspond to the property interests, and A, B, and 
C together are in control*' of X corporation.*? 


A foresighted taxpayer will be interested, not 
alone in the question of gain or loss from the par- 
extent to which gain 
or loss will be recognized from a future disposition 
of the property received in exchange. In other 
words, to what extent is the taxation of any accrued 
appreciation in value of the property postponed; to 
what extent may it be eliminated? 


Suppose A’s patent right, for example, is worth 
$50,000 and cost him $10,000. So long as he retains 
it, of course, the basis for determining gain from its 
sale, and for calculating depreciation, is its cost.** 
Under the 1921 Act, the X corporation to which it 
was transferred, could take it up’on its books for 
the purpose of determining gain or loss or deprecia- 
tion at its fair market value at the time of transfer 
that is, $50,000.** Hence the tax on the appreciation 
in value, except in so far as it was reflected in the 
value of the stock received by A in exchange, would 
not only be postponed but would be lost. 

The 1924 Act remedies this in Section 204 (a) 

(8)**° by providing that in this case the basis in X’s 


hands shall be $10,000, the basis which the right had 
in A’s hands.*® A lawyer schooled to regard a cor- 





The wording of the statute does not require that the stock or securi 
ties received in exchange should be 80 per cent of the voting stock and 
of the total number of shares, but merely that after the exchange the 
transferors should own this amount. 

29Under a literal interpretation of the 1921 law, if a person sold 
property for cash to a corporation of which he had control, no gain 
or loss would be recognized. This result was called to the attention 
of Congress and the change made. 

30See example at end of Article 1572, Regulations 65. 

31Control is defined in Section 203 (i) as the ownership of at least 
80 per cent of the voting stock and 80 per cent of the total number of 
shares of all other classes of stock in the corporation. 

32This construction, though eminently fair, is questionable. The 
underlying theory of those paragraphs in Section 203 describing transac- 
tions where no gain or loss will be recognized is that in the specified 
situations there is no substantial change in ownership by virtue of the 
exchanges. Suppose A’s patent right is worth $50,000, B’s factory 
$300,000, and C’s machinery $150,000. Each receives shares of stock 
of X corporation, which they organize, of corresponding par values, A’s 
absolute ownership of his patent right has hardly been exchanged for 
anything similar in kind—a tenth interest in a corporation. On the 
other hand, in the case literally covered by the statute, there is no sub- 
stantial change in ownership: A owns one-tenth, B, Three-fifths, C, 
three-tenths of a plant, which they transfer to X corporation for cor- 
responding fractions of its total capital stock. Each has then sub- 
stantially the same beneficial interest in the plant which he had before, 
though the legal form of ownership has been changed. 

33See Article 40 of Regulations 65. I have assumed for convenience 
that A acquired his right after February 28, 1913. 

34See Office Decision 955, 4 Cumulative Bulletin 44; Office Decision 
1064, 5 Cumulative Bulletin 53. 

35Tt must be noted that Section 204 (a) (8) applies to other cases 
than the one here given. For instance, it would apply to a transfer in 
a reorganization which fulfilled the conditions specified. It should also 
be observed that the paragraph is retroactive to December 31, 1920, and 
accordingly changes the basis of property acquired in exchange in 1921, 
1922, and 1923 and covered by the paragraph. 

86See Article 1598, Regulations 65. 
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poration as an entity having an independent identity 
apart from its shareholders will doubtless question 
whether the income tax statute may boldly dis- 
regard this guiding principle of the law of private 
corporations.*? Moreover, suppose the corporation 
sells the patent right the day after the transfer for 
$50,000, its value at that time. It is hard to see how 
the $40,000 upon which the corporation would be 
taxed under this provision is constitutionally its 
income, since the corporation received exactly what 
the stock given in exchange for the right was 
worth.*® In other words, although paragraph (8) of 
Section 204 (a) ostensibly ends a source of possible 
evasion, it raises an interesting constitutional ques- 
tion.*® 


Corporate Reorganizations 


The Revenue Act of 1921 contained some recogni- 
tion of the principle that readjustments of corporate 
forms of organization which did not substantially 
affect the property interests either of the share- 
holders or of the corporations, should, in general, be 
permitted to go through without income tax liabil- 
ity. Although some types of reorganizations might 
be carried through tax-free, others, not materially 
different in purpose, involved income tax liability. 
The Revenue Act of 1924, in Sections 203 and 204, 
contains a series of provisions evidently designed 
to give the widest possible latitude in reorganiza- 
tions, without the recognition of taxable income 
either to the shareholders or to the corporations.*°® 


In order to bring out the difference between the 
two acts in this respect, we may consider the pos- 
sible income tax liability arising out of such a com- 
mon type of reorganization as that involved in 
Rockefeller v. Unite d States.*' 


The shareholders of the Ohio Oil Company caused 
to be organized the Illinois Pipe-Line Company, to 
which was transferred all the pipe-line property of 
the oil company, in consideration of the issue of the 
stock of the pipe-line company to the oil company, 
which immediately distributed it to its shareholders. 
Although each shareholder thus held, after the reor- 
ganization, certificates representing the same inter- 
est in the same assets as before, the Supreme Court 
held him taxable upon the new shares received. The 


37See, however, Ballantine, Corporate Personalty in Income Tawra 
tion (1921) 34 Harvard Law Rev. 573. 

38The Treasury will doubtless argue that the theory on which no 
gain or loss is recognized on this type of exchange is that there was no 
substantial change of ownership of the property; that accordingly there 
was at that time no realization of gain or loss; that it follows that any 
accumulative increase in value must be carried along until the final 
disposition by the corporation. Where the transfer is by one person to 
a corporation for all of its stock, the argument is most effective. 
Where, however, several persons transfer different properties to the 
corporation for its stock, it is evident that the ownership of the prop 
erty may be very different in form and in substance. Suppose, in the 
case given, A acquires 10 per cent of the stock in exchange for his 
patent right. If the corporation sells the right for the price it paid in 
stock therefor, can the corporation constitutionally be taxed on a $40,000 
increase in value which accrued in A’s hands? Surely the identity of 
interest between A and the corporation, which is used to justify the 
result, is very slight. 

89A similar provision in both the 1921 and 1924 Acts is that which 
establishes the basis for determining gain or loss from the sale by the 
donee of property acquired by gift after December 31, 1920, as its cost 
or other basis in the hands of the donor. See Section 202 (a) (2) of 
the 1921 Act and Section 204 (a) (2) of the 1924 Act. 


40See Article 1574 of Regulations 65, where the different possible 
sorts of tax-free reorganizations are disc ussed. 


41(1921) 257 U. S. 176, 42 Sup. Ct. 68. See also United Statces 
v. Phellis (1921) 257 U. S. 156, 42 Sup. Ct. 63. 
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same result would follow under the 1921 Act.** 
However, if the plan of reorganization provided, (1) 
for the creation of two new corporations to which 
all of the oil company’s assets should be transferred, 
(2) for the exchange by shareholders in the oil com- 
pany of their stock for shares in the two new com- 
panies, and, (3) for the dissolution of the original 
oil company, no gain from the transaction would be 
recognized under the 1921 Act.** Congress evi- 
dently has come to the view that there is no good 
reason why the income tax law should attach differ- 
ent consequences to these two kinds of reorganiza- 
tions, which accomplish substantially the same re- 
sult. Accordingly, under Section 203 (b) (3) of 
the new law, no gain or loss would be recognized 
from the exchange by the oil company of property 
for stock.** Under subdivision (c) of the same sec- 
tion,*® there would be no taxable gain to the share- 
holders of the oil company from the receipt of the 
pipe-line company’s shares, even though no shares 
were surrendered by the shareholders. Consistent 
with the theory that the change in ownership of 
assets in a reorganization is a matter of form rather 
than substance, it is provided that if the pipe-line 
company later sold any of the pipe-line property, the 
basis for determining gain or loss would be the same 
as it would have been in the oil company’s hands; 
that is, if it cost the oil company $10,000,000 in 1918, 
and was sold by the pipe-line company for $15,000,- 
000, the pipe-line company would be taxable on 
$5,000,000 profit,*® even though the stock the pipe- 
line company gave for it was worth $15,000,000. In 
the case of any shareholder, the cost or other basis 
of his shares in the oil company will, for the purpose 
of determining gain or loss from a future sale, be 
apportioned between his shares in both the oil and 
pipe-line companies.** Inasmuch as the theory of 
permitting the exchange to go through tax-free is 
that it does not involve any distribution of earnings 
or profits to the shareholders, it is evident that the 
distribution to the shareholders of the pipe-line com- 
pany’s stock should not be considered a distribution 
of earnings or profits for other purposes, such as 
the determination of the source and consequent 
taxability of later distributions by the oil company ; 
and it is so provided.** 





42See Article 1547 of Regulations 62, and note the wording of Sec- 

tion, (202) (c) (2) of the 1921 Act. 
43See Section 202 (c) (2) of the 1921 Act; Article 1566 (b) of 

Regulations 62. 

44Section 203 (b) (3) provides: ‘No gain or loss shall be recog- 
nized if a corporation a party to a reorganization exchanges property, 
in pursuance of the plan of reorganization, solely for stock or securities 
in another corporation a party to the reorganization.” 

45Section 203 (c) provides: “If there is distributed, in pursuance 
of a plan of reorganization, to a shareholder in a corporation a party 
to the reorganization, stock or securities in such corporation or in 
another corporation a party to the reorganization, without the surrender 
by such shareholder of stock or securities in such a corporation, no gain 
to the distributee from the receipt of such stock or securities shall be 
recognized.”’ 

46Section 204 (a) (7); Cf. footnote 38, supra. This provision is 
not so objectionable, since here, at least at the time of the exchange, 
the change in ownership of the property is purely a matter of form of 
organization, not of substance. 

47See Section 204 (a) (9), and Article 1599 of Regulations 65. 

48An example may make this more intelligible. Suppose the oil 
company had $40,000,000 capital, $5,000,000 surplus accumulated before 
March 1, 1913, and $15,000,000 surplus accumulated thereafter. It re- 
ceives stock of the pipe-line company worth $15,000,000 in exchange for 
its pipe-line properties, which are worth a like amount. The $15, 060,000 
stock is then distributed to its shareholders. It might be contended that, 
under Section 201 (b), this distribution constituted a distribution of 
most recently accumulated earnings and profits of the oil company, 
namely all its surplus accumulated after February 28, 1913; and that 
the surplus accumulated before March 1, 1913 could now be distributed 


as : dividend tax-free. Subdivision (g) of Section 203 prevents this 
result, 
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Somewhat similar results take place from a mer- 
ger or a consolidation of corporations. If the A cor- 
poration acquires all the property of B in exchange 
for some of A’s stock, neither A nor B realizes 
any income from the transaction under Section 203 
(b) (3).*° If the stock is then distributed to B’s 
shareholders, and B is dissolved, the shareholders 
likewise come under no new income tax liability.*® 
If, instead, A acquires all of B’s stock from its share- 
holders in exchange for A’s stock, no gain or loss is 
realized at the time, according to Section 203 (b) 
(2).5+ Finally, suppose both A and B transfer their 
properties to corporation C in exchange for the issu- 
ance of its stock to their shareholders; A and B are 
then dissolved—again no gain or loss for income 
tax purposes is realized.*? 


So long, then, as the plan of the reorganization 


involves merely exchanges by a corporation of its ° 


property for stock or securities, or by any person of 
stock or securities for other stock or securities, or 
even the receipt by a shareholder in a corporation 
which is a party to a reorganization, of additional 
stock or securities in a corporation a party to the 
reorganization, the Act is content to postpone the 
taxation of any gain until the future disposition of 
the propefties received. The accrued gain is not 
entirely lost for purposes of the income tax, how- 
ever, but is to be carried along by means of adjust- 
ments to the basis for determining gain-or loss of 
the property received.®* These results seem con- 
sistent and sound as a matter of policy. Corporate 
reorganization may be made a necessity by a court 
decision, as in the Rockefeller case, or by business 
conditions, as in the case of United States v. Phel- 
lis.°* If no corporate assets have been distributed 
to the shareholders, and each shareholder still has 
the same interest in the same corporate property 
as before, it is laying too great stress on form to 
impose a tax upon the change which has occurred 
in his evidences of ownership. It is much more 
desirable to impose the tax at the time when the 
shareholder or corporation has realized a gain 
through the receipt of new money or property, by 
a sale or exchange of the shares. The corollary of 
this principle is, of course, that when other property 


or money is involved in a reorganization, gain from 
(Continued on page 40) 





4%Quoted supra, footnote 44; see Article 1574 of Regulations 65. 


50See Article 1574 of Regulations 65. The principal question here 
would be whether there is gain to the shareholders of B resulting from 
its dividends in liquidation. Although the Act does not specifically settle 
the point, Article 1574 of Regulations 65, which states that there would 
be no gain or loss to the shareholder from this type of reorganization, 
is evidently intended to cover the entire transaction including the liquida- 
tion. 

51This paragraph provides: ‘‘No gain or loss shall be recognized 
if stock or securities in a corporation a party to a reorganization are, in 
pursuance of the plan of reorganization, exchanged solely for stock or 
securities in such corporation or in another corporation a party to the 
reorganization.” 

52See article 1574 of Regulations 65. 


53The satisfactory apes of this method of postponing gain and 
loss depends upon the keeping and retention of suitable records by the 
taxpayer. The Treasury will, of course, demand that such records be 
kept. See Articles 1574 and 1321 of Regulations 65. 


54(1921) 257 U. S. 156, 42 Sup. Ct. 63 
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New Accounting Conceptions in 
the Revenue Act of 1924 


By Eric L. KOHLER* 


N recent Federal Revenue Acts certain more or 
less well-defined principles or policies with re- 
spect to the income tax levy have been increas- 

ingly apparent.. For example, at different times it 
has seemed desirable to limit the taxation of certain 
forms of profits; viz.: 


(1) Profits realized in one year which have 
been accumulating over several years. 

(2) Profits from uncompleted transactions. 

(3) Profits from transactions over which the 
taxpayer has had no control. 

(4) Profits, resulting from exchanges, which 
cannot accurately be measured. 

(5) Profits invested in property, acquired in 
an exchange, which is similar in form or 
use to the property given in the exchange. 


These principles have always been given expres- 
sion to very imperfectly and have been applied with 
varying degrees of emphasis. Sometimes, to a given 
kind of transaction one principle has seemed to 
apply; at other times, another. Thus, in the 1921 
Act principle (2) or (3) may be said to apply to 
certain forms of reorganizations, while the 1923 
amendment of the 1921 Act, and the 1924 Act 
apparently make use of principle (5). Again, two 
or more principles may be imagined as being at the 


bottom of other limitations of income subject to 
tax. 


It is not to be inferred that Congress and the 
Treasury Department have at all times been remiss 
in the imperfect and often badly confused expres- 
sion of principles appearing in the law and in the 
regulations governing its administration. They 
have had but little precedent to stand on. There is 
no legal definition of income apart from considera- 
tions involving the tax law itself. Economists, con- 
cerned as they have been with the definitions and 
manifestations of income, have not yet attempted 
to fit their conceptions to limited periods of time 
nor to individuals. Accountants have been occu- 
pied with business income rather than with transac- 
tions of individuals, and while the accountant’s defi- 
nition of business income has finally dominated, the 
idea of individual income has had to be built up by 
slow and painful processes. Most of the changes 
in the 1924 Act, as compared with the Act of 1921, 
have to do with such income. 


In no other manner would it have been possible to 
collect and digest the vast store of information re- 
lating to income which the Treasury Department 
now possesses. Its importance even from the stand- 
point of statistics has been only faintly realized. To 





* Of Kohler and Pettengill, certified public accountants; Professor of 
Accounting, Northwestern University School of Commerce. 
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the accountant the Department’s dicta concerning 
income, as crystallized in the new law and regula- 
tions, is a more complete exposition of individual 
income than he will find elsewhere. 


It is small wonder, therefore, that blunders have 
been numerous and that the law is still far from 
satisfactory. On the Department has fallen the 
onus of establishing income theory, of phrasing laws 
to embrace it, of devising regulations governing 
its detailed application, and of ruling finally as to 
its application to specific cases. 


This paper has as its purpose a brief considera- 
tion of the accounting procedure underlying some 
of the more involved provisions of the 1924 Act 
affecting the computation of taxable income, to- 
gether with illustrations of their application. 


Computations of Cost 


New definitions of cost have been made owing to 
the absence of provisions in previous laws dealing 
with “remainder” costs in tax-free and partially tax- 
free exchanges. These new rules are, for the most 
part, a restatement of the previous practice of the 
Treasury Department, not all, however, in Regu- 


lations 62. They may be paraphrased and illustra- 
ted as follows: 


Rule.—Property received in a tax-free* or par- 
tially tax-free exchange** should be valued on the 
basis of the property given in the exchange, plus (or 
less) the taxable profit (or deductible loss) on the 
exchange, less the cash or fair value of other prop- 
erty received, ifany. “Other property” is illustrated 
by Liberty Bonds received, for example, in connec- 
tion with a reorganization along with securities 
representing ownership in or obligations of the new 
corporation. In the case of an involuntary conver- 
sion, the cash to be credited is the cash not used for 
replacement purposes. 


Exchange of Similar Property 


Example 1—An individual, not a real estate 
dealer, in 1924 exchanges a lot in a residential dis- 





* For the purpose of this brief discussion tax-free exchanges consist 
of (1) exchanges of like property (except inventories, stocks and bonds, evi- 
dences of indebtedness, etc.); the new property may not he of the same 
grade as the old but must have the same general use; (2) exchanges of 
securities in reorganizations; (3) exchanges by corporations, in reor 
ganizations, of property for securities (in case the cash or other property 
received, if any, by the corporation is distributed to its stockholders, the 
entire transaction is tax-free with respect to the corporation, but not, 
necessarily, to its stockholders); (4) involuntary conversions, such as 
insurance received following a fire, and awards under comdemnation pro- 
ceedings; (5) exchanges, by individuals, of property for stock provided 
such individuals are immediately thereafter in “‘control” of the corporation 
and the amount of securities received by each is “substantially in propor- 
tion” to his interest in the property before the exchange took place. 
“Control” is defined as previously: 80 per cent of the voting stock and 
80 per cent of the total shares of all other classes of stock. ‘“Subse- 
quently in proportion” is not defined; a deviation of not more than 
10 per cent would seem to be in accord with the spirit of the law. 

* Receipt of cash or “other property” makes an otherwise tax-free 
exchange only partially tax-free. 
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trict for a business site, and receives in addition 
cash of $5,000. The cost of his lot was $10,000 in 
1918 and the fair value of the business site at the 
time of the exchange is $8,000. 


An exchange of similar property has been effected. 
The exchange would have been tax-free had not 
cash been received in the deal. The total selling 
price is $13,000 ($8,000 + $5,000) while the cost is 
$10,000. The taxable profit is $3,000—which is less 
than the cash received; and the cost of the busi- 
ness site to be carried forward for tax purposes is 


$8,000 ($10,000 + $3,000 — $5,000). 


“Exchanges in Reorganizations” 


Example 2—In 1920 A, who owned a share of 
stock in the P Corporation which had a par value 
of $100 and had cost $92 in 1916, exchanged the 
share for two shares of stock of the Q Corporation 
each of which had a par value of $75 and a fair 
market value of $80. The whole transaction was 
the result of a reorganization. 


The rule of the 1918 law which must be applied 
to this transaction in order to ascertain the taxable 
income which should have been reported in 1920 
was: Ascertain (a) the difference in par values and 
(b) the excess of the fair value of the stock received 
over the cost of the stock exchanged. The lesser 
of the two differences was the taxable income. In 
the above case, the differences were $50 and $68, 
respectively, and the taxable income was, therefore, 
$50. Applying the rule, the cost to be carried for- 
ward is $142 ($92 + $50 — $0). This rule of cost 
to be carried forward has been followed by the De- 
partment in the past but it had not previously been 
given expression to in the law or regulations. 


Example 3—Assume the same conditions as in 
example 2, except that A also received a Liberty 
Bond having a fair value of $50. 


There are two possible solutions. One is that the 
taxable income in 1920 was $100 (the $50 of the 
first example plus the fair value of the Liberty 
Bond). The other is that the taxable income was 
$118 ($68 + $50). The Department has not ruled 
formally on which of the two methods should be 
followed and the point has not yet been covered by 
a court decision. If the first solution is adopted, the 
Liberty Bond is carried forward at $50 and the 
stock at $142 ($92 + $100 — $50); in the second, 
the valuation of the Liberty Bond remains the same 
while the stock is carried at $160 ($92 + $118 — 
$50). 


Example 4—Assume the same conditions as in 


example 3, except that the reorganization took place 
in 1921. 


The 1921 rule was that a reorganization of this 
type yielded no taxable income to the stockholder 
and that the cash or the fair value of “other” prop- 
erty received should be credited against the old 
basis at which the original stock was valued. There 
would thus have been no taxable profit in 1921, and 
the value of the Liberty Bond carried forward would 
have been $50 and the value of the stock, $42 ($92 
+ $0 — $50). Had no “other” property been re- 
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ceived, the value of the stock to be carried forward 
would have been $92 ($92 + $0 — $0). 
Example 5—Assume the same conditions as in 


example 3, except that the reorganization took place 
in 1923 or in 1924. 


The rule of the 1923 amendment of the 1921 act, 
which is essentially the same as the rule in the 1924 
act, provides that the receipt of cash or other prop- 
erty gives a taxable status to the transaction, but 
that the book profit subject to tax shall not be in 
excess of the cash or the fair value of the other 
property received. This rule makes the taxable 
profit in 1923, $50 (book profit: $160 + $50 — $92, 
or $118; value of other property received, $50). The 
value of the Liberty Bond carried forward is $50 


and that of the stock $92 ($92 + $50 — $50). 


Example 6—The two shares of the Q Corporation, 
which have been the basis of the preceding four 
examples, are sold in 1924 for $50 each, or a total 
of $100. In the following table the original taxed 
profit appears and the total taxed profit which is the 
sum of the taxable income realized in 1924 and that 
realized in the year of the reorganization. 


Taxable Income 


Year of Selling Cost income or taxedin Total 

reorgan- price in carried “*deductible previous taxed 

Example _ ization 1924 forward loss, 1924 year profit 

2 1920 $100 $142 *$42 $ 50 $8 

3a 1920 100 142 * 42 100 58 

3b 1920 100 160 * 60 118 58 

4 1921 100 42 58 None 58 
1923 

5 or 100 92 8 50 58 
1924 


It will be observed (1) that in all of the four ex- 
amples except the first (in which no other property 
was received) the total taxable income is $58 and 
(2) that the same basis of cost carried forward may 
be arrived at by adding to the original value the 
taxed “book” profit not represented by cash or other 
property received, and subtracting the “untaxed” 
cash or other property received. 


Example 7—The X Corporation in 1924 turned 
over certain of its assets, having a total cost of 
$50,000, to the Y Company in exchange for stock 
of the Y Company having a par value of $80,000 and 
a fair value of the same figure, together with $20,000 
in cash which the Y Company obtained from selling 
stock. The total outstanding stock of the Y Com- 
pany was then $100,000, $80,000 being owned by the 
X Corporation. As contemplated in the scheme of 
reorganization, however, the X Corporation imme- 
diately turned over the stock and the cash to its 
stockholders. 


No answer to this situation can be found in the 
1924 Act. By turning over to its stockholders the 
stock and cash received from the Y Company, the 
X Corporation is relieved from taxable income on 
the transaction (Sec. 203 (e)), while the Y Com- 
pany is compelled to value, for tax purposes, its 
new assets at $50,000 (Sec. 204 (a) (6) and (7)). 
The stockholders of the X Corporation have ob- 
viously received a cash dividend of $20,000 on their 
holdings in the X Corporation and it is likely that 
the Department will so hold. But if the cash is 
taxable as a dividend, the value of the assets to the 
Y Company should be permitted to stand at $70,000 
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on the theory that a profit taxed to the transferor 
becomes part of the cost to the transferee. A 
stockholder of Corporation X should prorate the 
cost of his shares in the X Corporation over the old 
and new shares in proportion to their respective 
market values at the time of the reorganization. 


Involuntary Conversions of Property 


Example 8—A building purchased in 1916 at a 
cost of $120,000 is totally destroyed by fire in 1920, 
as a result of which insurance of $150,000 is re- 
ceived. Depreciation for two years at 3% has re- 
duced the book value to $112,800. Replacement 
is made immediately, the cost of the new building 
being $100,000. 


Application of the 1918 rule would have resulted 
in taxable income of $50,000 ($150,000—$100,000). 
The 1918 rule was superseded by the retroactive 
provision of the 1921 act described in the next ex- 
ample, and the effect would be identical, therefore, 
with that example. Had the 1918 rule continued to 
apply, the cost carried forward would have been 


$112,800 ($112,800+-$50,000—$50,000). 


Example 9—Assume the same conditions as in 
Example 8, except that the original purchase was 
made in 1917 and that the fire occurred in 1921. 


In 1921 the portion of the book profit subject to 
tax was expressed by the fraction the numerator of 
which was the cash not used in making the replace- 
ment, and the denominator, the total cash received. 
The book profit was $37,200 ($150,000 — $112,800). 
The fraction to be applied is $50,000 divided by 
$150,000 or 14; the taxable profit is thus $12,400 
(44, of $37,200). For purposes of sale or subsequent 
depreciation the new building would be carried for- 
ward at $75,200 ($112,800 + $12,400 — $50,000), 
despite the fact that its actual cost was $100,000. 
This corresponds to the computation called for un- 
der Sec. 202 (d) (2) of the Revenue Act of 1921 
which read: “the property acquired shall * * * 
be treated as taking the place of a like proportion 
of the property converted.” The value carried for- 
ward would be $75,200 (2/3 of $112,800). 


Example 10—Assume the same conditions as in 
Example 8, except that the original purchase was 
made in 1920 and that the fire occurred in 1924. 


Amendments in 1923 of the 1921 act made no 
mention of involuntary conversions and the change 
in the rule necessary to bring such transactions into 
agreement with other tax-free transactions was not 
made until the enactment of the 1924 law. The 
principle of taxing the book profit to the extent of 
the unused cash indicates in this instance a taxable 
profit of $37,200 (book profit : $150,000 — $112,800, 
or $37,200; unused cash, $50,000). Cost forwarded 
would be $100,000 ($112,800 + $37,200 — $50,000). 


An analysis of the last two examples shows 
clearly that the net unrecovered cost of the building, 
amounting to $62,800 ($112,800 + $100,000 — 
$150,000), becomes the cost to be carried forward, 
when adjusted by the taxed profit at the time of the 
conversion: 
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Year of conversion 
Particulars 1921 1924 

Unrecovered cost of building..................+.. $62,800 $ 62,800 

EOP CUE Ss ns hes 6 SEN ewok cc on 8K aN 6 e55-008 12,400 37,200 

Dew Walaa Sarwar o.oo cccs cc ccteccesiccese SUOUOe $100.00 


Mergers and Consolidations 


Example 11—A and B are unrelated sole pro- 
prietors who decide in 1924 to amalgamate their 
businesses, and to form Corporation X. At the time 
the Corporation is established they have no liabili- 
ties and their assets are as follows: 





-— Cost ——-Fair Value——— 

Asset A B Total A B Total 
Inventories ...... $15,000 $20,000 $35,000 $25,000 $35,000 $60,000 
Fixtures (net).... 5,000 20,000 25,000 5,000 15,000 20,000 





Total net worth.$20,000 $40,000 $60,000 $30,000 $50,000 $80,000 


By “cost” is meant the values appearing on the 
books of the proprietorships, on the basis of which 
taxable income has been reported by the individuals 
in past years. The “fair value” may be assumed 
to be appraised values at the date of the incorpora- 
tion, and values which the rew Corporation will 
place on its books. The new Corporation has an 
authorized issue of common stock amounting to 
$150,000, non-voting preferred stock, $50,000, and 
bonds, $50,000. All of the securities may be as- 
sumed to have a fair market value equal to par. 
The following securities and cash are disposed of 
at the time of incorporation: 

Total 


securities 


Common Preferred and cash 


Consid- stock stock Bonds received by 

Recipient eration at par at par at par Cash _ stockholders 
A ........-Assets $20,000 $10,000 None None $ 30,000 
ist awaken Assets 20,000 10,000 $10,000 $10,000 50,000 
Others ... Cash 5,000 5,000 30,000 None 40,000 
Total issued..... $45,000 $25,000 $40,000 $10,000 $120,000 


A and B receive, together, 89% of the common 
stock issued, 80% of the non-voting preferred, 25% 
of the bonds, and cash of $10,000. Their interest 
in all of the securities issued is less than 64%. The 
necessary “control” is present; the amount received 
by both A and B is in proportion to the values of 
the assets which they contributed; the transaction 
is tax-free to A, but not to B who received $10,000 
in cash, the amount by which the present value of 
his assets exceeded their cost. B is taxable to the 
extent of $10,000. Since all of the securities are 
worth par, A should spread his cost of $20,000 over 
his common stock of $20,000 and his preferred of 
$10,000, which means that he will carry forward 
the former at $13,333.33 and the latter at $6,666.67. 
B’s cost to be forwarded is $40,000 and, since $10,- 
000 of his total payment of $50,000 has been taxed, 
the cost and the total fair value of his securities 
coincide, with the result that the common is valued 
at $20,000, preferred at $10,000, and 
$10,000. 


bonds at 


With respect to the values which the Corporation 
carries on its books, the 1924 law specifies that the 
cost to the transferor plus his taxed profit shall be 
the basis on which future sales or depreciation may 
be computed. The following values will thus be 
permissible: ° 
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Acquired from Values 
actually 
entered 

Asset A B Others Total on books 

















SUN. étidesdtue de eteuene $40,000 $ 40,000 $ 40,006 
De 2 .vebe ceed $15,000 $35,000 50,000 60,000 
EE. watin sc.ammemeal 5,000 15,000 20,000 20,000 

WO Gaia séseisucd $20,000 $50,000 $40,000 $110,000 $120,000 


The value of the fixtures happens to be the same; 
the inventory, for tax purposes (but not for account- 
ing purposes), is overstated $10,000. Presuming 
all of the inventory will be sold in 1924, the tax- 
able income for that year will be $10,000, more 
than would result from the use of book figures 
alone. 


Loss from Partially Tax-Free Exchanges 


Rule—Partially tax-free exchanges cannot give 
rise to a deductible loss. 


Example 12—In 1924 an individual exchanges 
real estate for real estate together with $10,000 
cash. The cost of his original property was $50,- 
000 and the fair value of the property received is 
$35,000. The apparent loss of $5,000 is not deduct- 
ible merely because cash was received in the trans- 
action. Had no cash been received the case would 
have clearly given rise to neither profit or loss for 
tax purposes. The value to be carried forward is 


$40,000 ($50,000—$10,000). 


Under the 1921 law such a loss was deductible. 
It is apparent, however, that while the receipt of 
cash may have a direct relation to earned profits it 
can have no possible connection with a deductible 
loss. 

Transfers in Trust 


Rule—Transfers in trust (other than by devise 
or bequest) after December 31, 1920, have the same 
status as gifts; before that date fair value, at the 
time acquired by the trust, governs. 


Obviously the purpose of this rule is to pre- 
vent evasion of the higher surtax brackets through 
the formation of trusts during the lifetime of the 
grantor. This provision of the law, together with 
the provision introduced in the 1924 act for the 
first time, requiring cost to the original owner to 
be continued in transfers of property through stock 
issues closes the door to the principle causes of 
tax evasions under previous laws. 


Accounting for such transfers is reduced to the 
ascertainment of cost (plus additions, less accrued 
deductible depreciation if any), March 1, 1913, 
value, or fair value at the time of acquisition (in 
the case of gifts or trusts, prior to December 31, 
1920; in the case of property acquired by inheri- 
tance, bequest, or devise, at any time; in the case 
of assets acquired in a reorganization in which an 
80% control continues, prior to December 31, 1917). 


Depreciation on “Reorganization” Values 


Rule—Depreciation may not be computed on 
“reorganization” values where the reorganization 
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took place after December 31, 1917, and an interest 
of 80% or more was retained by the same person 
or persons. 


Many reorganizations which were no more than 
changes in identity took place between 1918 and 
1924 for the purpose of giving formal expression to 
appraised values of assets in order that subse- 
quent costs or depreciation deductions might, for 
tax purposes, be increased. The new rule does not, 
apparently, invalidate such deductions as were 
made prior to 1924. 


Depletion deductions are limited, in the same sec- 
tion of the law (Sec 204 (c) ), if based on discovery 
value, to an amount not in excess of 50% of the 
net income before deducting depletion. Depletion 
may be based on cost or March 1, 1913, value, how- 
ever, without limitation. 


“Wash” Sale Transactions 


Rule—Disallowed losses from “wash” sales may 
be carried forward (from December 31, 1920) as 
a part of the cost of the stock repurchased. 


Example 13—An individual who owned 100 
shares of stock in the Y Company which had cost 
$150 per share in 1918 sold them on August 1, 1922, 
at 100 and within 30 days thereafter had purchased 
another 100 shares at 120. The loss of $50 cannot 
be deducted owing to the fact that a repurchase of 
similar shares was made within 30 days from the 
date of the sale. The 1921 rule permitted only $150 
to be carried forward. The new rule permits not 
only the old cost to remain but adds any difference 
in price—between sale and repurchase—to such 
cost. In this instance the shares purchased in Au- 
gust, 1922, may be valued at $170 ($150 + $20 or 
$120 + $50). 


March 1, 1913, Value 


Rule—In the case of property acquired prior to 
March 1, 1913, the value to be applied against the 
selling price or used for depreciation purposes is 
the higher of cost or March 1, 1913, value. 


As compared with the rule in the 1921 act, the 
new application of March 1, 1913, value seems 
scarcely logical, although much is gained from the 
standpoint of simplicity. 


Example—Possible applications of the above rule 
follow, together with comparisons with the rule 
previously applicable: 


Taxable income 
or *deductible loss 


Cost March 1, Selling Book Profit en 
1913, value price or *Loss 1921 rule 1924 rule 
$1,000 $1,200 $1,500 $500 $300 $300 
1,000 900 700 300* 200* 300* 
1,000 900 1,200 200 200 200 
1,000 1,200 700 300* 300* 500* 
1,000 1,200 1,100 100 None 100* 
1,060 900 920 80* None 80° 


In the fifth case a book profit of $100 has been 
made while a loss, for tax purposes, of the same fig- 
ure may be reported. 
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Corporate Distributions 


Rule—Distributions from March +1, 1913, surplus 
must be applied in reduction of the cost or March 
1, 1913, value of the stock. 


Dividends from March 1, 1913, surplus earned be- 
fore or after that date were, under the 1921 act, 
tax-free when received and need not be applied 
in reduction of the value of the stock except when a 
loss was being proved. The new law applies all 
such tax-free distributions as a reduction of the 
value of the stock and is logical in that under the 
previous rule the taxpayer secured a double advan- 
tage-—first, when he was exempted from taxation 
on the dividend, and second, when he could deduct 
from the selling price of his stock its March 1, 1913, 
value, enhanced doubtless by the value of the sub- 
sequent tax-free distribution. The dividend from 
March 1, 1913, values is not ultimately taxed, for its 
distribution is a definite reduction of any future sell- 
ing price. 


Rule—Liquidating dividends are reductions of 
stock cost or March 1, 1913, value, even though 
paid in part from earned surplus. 


Liquidating dividends are given nearly the same 
status as was accorded them under the 1918 Act. 
A corporation in the act of dissolving is conceived 
as buying back stock from its stockholders, notwith- 
standing that earned profits on which the normal 
tax has been paid may be in the process of distribu- 
tion. If looked upon as a repurchase, the small tax- 
payer may have to pay the normal tax again; but 
the large taxpayer is able to call the transaction 
a capital gain and pay a tax not exceeding 1214%. 
The fact that there may be a series of liquidating 
dividends does not appear to affect the rule. Every 
dividend designated as liquidating is to be credited 
by the stockholder against the cost of the specific 
holdings which are being retired. If a corporation 
retires only a part of its stock, the portion represent- 
ing a return of stockholders’ investments is not to 
be regarded as a distribution of profits when de- 
termining the taxability of subsequent distributions. 
It is to be presumed that the Department will hold 
that a liquidating dividend cannot be isolated; that 
is, that the liquidating dividend must actually repre- 
sent a bona fide repurchase of a portion or all of 
the outstanding stock. 


Rule—Distributions during reorganizations, which 
are in reality dividends, are to be treated as such 
to the extent they are made from earnings since 
March 1, 1913; if from other sources, they are to 
be treated as a reduction of the cost or March 1, 
1913, value of the stock. 


Dividends are not infrequently declared from de- 
preciation and depletion reserves. The 1924 rule 
resembles the one adopted under previous laws; 
namely, that a dividend from such a reserve cannot 
be made until all other earnings or profits have been 
exhausted. If the dividend is paid from a depletion 
reserve based on discovery value the portion dis- 
tributed which represents discovery value in excess 
of cost or March 1, 1913, surplus is now regarded as 
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taxable as an ordinary dividend; the remainder 
whether from depletion based on cost or March 1, 
1913, value, is a reduction of the cost or March 1, 
1913, value in the hands of the stockholder. 


Earned Income 


Rule—Recognition is given for the first time to 
“earned income”—that is, income from wages, sal- 
aries, and other compensation for personal services, 
as distinct from what may be “unearned income” 
(although not mentioned in the law), such as re- 
turns from investments and sales. The principle 
underlying the recognition is of greater importance 
than the possible savings to a taxpayer, the maxi- 
mum saving being but $90. In the present law the 
tax payable, computed in the ordinary manner, is 
credited with “25% of the amount of tax which 
would be payable if his earned net income consti- 
tuted his entire net income.” The first $5,000 of 
an individual’s net income is assumed to be entirely 
“earned,” the maximum earned income is limited 
to $10,000 and to a fair compensation for personal 
services not in excess of 20% of his share of the 
net profits of a business in which capital is a ma- 
terial income-producing factor, and the maximum 
credit for earned income is limited to 25% of the 
normal tax. 


Example 15—A married individual receives 
a salary of $25,000 from a corporation in 1924. All 
of the normal tax credits to which he is entitled 
are taken by his wife on her return. The 
total saving effected by the earned income provision 
is arrived at as follows: 


Normal tax 





Portion of income Income R 


ate Amount 
BS See ee eee ee ee $4,000 2 $ 80 
Seay Ae ES se, - 4,000 4 160 
Cee EE 6 120 
Limitation on amount of income which 
may be designated as “‘earned’’..... $10,000 $360 
Total saving (25% of normal tax).. 90 


To most individuals the saving will be only a few 
dollars. 


In the above summary are the chief accounting 
difficulties one may expect to find in the new law 
as compared with the old. No attempt has been 
made to treat any one item exhaustively. It is not 
anticipated that the new regulations, which had 
not made their appearance at the time this paper 
was written, will greatly clarify the doubtful points. 


- Adequate critical analysis of the new provisions will 


not be possible until they have been put to the acid 
test—which means applying them to a large num- 
ber of practical situations. They are unquestion- 
ably contributions to a mare complete understand- 
ing of the nature of income. Previous conceptions 
and practices of the Department have been given 
legislative sanction and several sources of tax 
evasion have been effectually blocked. More than 
this can scarcely be said at present. 
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THE INCOME TAX ON STOCKS 
AND BONDS 


N ALL property exchanges where, because of 
the express statutory provisions, no gain or loss 
results, even though the property received has a 

fair market value, the property received is treated 


as taking the place of the property exchange there- 
for. 


With respect to exchanges which are specifically 
exempt under the statute, in that the statute pro- 
vides that no gain or loss “shall be recognized” if 
the exchange is made “solely” upon the conditions 
previously described (including (1) an exchange of 
productive or investment property for property of 
like kind, (2) an exchange of securities upon re- 
organization, or (3) an exchange by a controlling 
stockholder or stockholders for securities of the 
corporation), the statute expressly makes provision 
for a similar exchange where other consideration is 
received in addition. 


Where property of two different kinds is received 
upon an exchange, both having a fair market value, 
but one kind giving no rise to a gain or loss because 
of express statutory provision, the amount of gain 
must be determined as in the case of a cash sale, 
but the taxable gain shall not exceed the amount of 
money and the fair market value of such other prop- 
erty received in exchange. 


No loss shall be recognized in the case of any ex- 
change where money or property which is not ex- 
empt is received, together with other property, with- 
in one of the above statutory exceptions. This is 
designed to prevent claims for deductions of losses 
on the ground that the statutory provision relating 
to the determination of gain where the considera- 
tion is partly exempt is wholly inapplicable to a 
case of loss. 


After such an exchange, the basis for determina- 
tion of gain or loss upon subsequent disposition of 
the property received “shall be the same as in the 
case of the property exchanged, decreased in the 
amount of any money received by the taxpayer and 
increased in the amount of gain or decreased in the 
amount of loss to the taxpayer that was recognized 
upon such exchange under the law applicable to the 
year in which the exchange was made.” 


Blocks of Stocks and Securities Purchased as Units 

Where securities of different classes are purchased 
or sold as a unit, as where one share of preferred 
stock and two shares of common are bought or 
sold for $110, the cost or selling price should be 
apportioned between the different classes on the 
basis of relative value at the time of the transac- 
tion. If this is impracticable in any case, no gain 
is realized from any sale until after the proceeds 
exceed the aggregate cost of the unit of purchase. 
For example, Walter Hinman purchases 20 shares 
of preferred and 40 shares of common stock for 
$110, on which he cannot allocate cost. If he sells 
10 shares of preferred for $105 per share, no gain 

(Continued on page 26) 
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Editorial Review 


Taxation Fallacies 


In Secretary Mellon’s annual report of the con- 
dition of the Treasury for the fiscal year ended 
June 30, 1924, he presents an ardent plea for modifi- 
cation of the Revenue Act of 1924 to conform to the 
principles represented in the “Mellon plan”, pre- 
sented to Congress at the previous session. 


Not all students of taxation will agree with all of 
Mr. Mellon’s premises or conclusions. One point 
upon which much issue is taken is that the high sur- 
taxes are both passed on by the original taxpayers 
to someone else and yet are a burden of such con- 
sequence that those who first pay the tax are either 
driven to the purchase of tax-exempt securities, to 
other legal form of tax avoidance, or to resort to 
criminal evasion. If the original taxpayer passes 
the burden on to someone else, he uses poor judg- 
ment, if, because of the income tax alone, he accepts 
the lower yield of tax-exempt securities instead of 
the higher return of forms of investment which do 
not yield a tax-free income. The actions of income 
taxpayers indicate that they are convinced that they 
are not able to pass the tax on with any satisfactory 
degree of success. The conclusion that the taxpayer 
arrives at by actual experience is the same as the 
theoretical effect of income taxes. Practically all 
economists agree that the incidence of the income 
tax is for the most part on the person upon whom 
the original liability falls. Chambers of Commerce 
and other organizations of business men are rarely 
known to bewail the burden of the tariff upon the 
consumer. Their solicitude for the consumer on 
account of heavy income taxes is peculiarly out of 
concert with their disregard for the manner in 
which he may be gouged by an excessive tariff. 

Mr. Mellon’s other arguments against excessive 
income taxes are more valid. He believes that the 
existing distribution of property and income should 
not be disturbed by taxation or as he expresses it, 
that taxation should not be used for “as a field for 
socialistic experiment or as a club to punish the 
rich.” 

There are many socially minded people who feel 
that the existing economic system leads to a harm- 
ful control of wealth in the hands of a few, but 
who are likewise, at the same time, convinced that 
punitive taxation of the rich is an ineffective method 
of remedy; that it merely strikes at the effects of 
what they believe is a system which tends toward 
an increasing inequality of opportunity, and that 
some means of remedy should be adopted which 
deals with the causes of the gulf which exists be 
tween the rich and the poor. 


Mr. Mellon believes that the equity of the existing 
social] order is not a question to be considered in 
conjunction with equity in taxation. “The purpose 
of taxation”, says Secretary Mellon, “is to raise 
money, not only in the particular year in which 
the tax is assessed, but to leave the source from 
which the revenue is to he derived permanently un 
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harmed, so that in the next year and in the years 
following similar taxes will produce adequate reve- 
nue from this source. The power to tax has been 
well called the power to destroy. But the continued 
existence, not the destruction, of its source of reve- 
nue is the object of the Treasury. If experience 
shows that a policy of taxation has harmful conse- 
quences, and if we wish to maintain the particular 
source as a means of revenue, we must adjust our 
policy to meet the facts, regardless of how pleasant 
a different policy may have seemed. If land is con- 
tinually over-cropped, less and less will the harvest 
be in the succeeding years until the land is value- 
less and its owner must abandon it and move to 
other fields if he would live. So in taxation there 
are limits to taxable capacity. The enemies of the 
income tax are not those seeking to reduce its exces- 
sive rates but those who insist that the high rates, 
which have proved economically incorrect, shall 
remain.” 


There is an implication in the course of the Sec- 
retary’s report that tax avoidance would be greatly 
decreased if surtaxes were reduced to a 25 per cent 
maximum. The temptation to side step taxes no 
doubt increases as the rate increases, but unfor- 
tunately for the proper operation of any income tax 
rate resistance to taxes begins long before even a 
25 per cent maximum is reached. 


Though there may be unanimous conviction that 
the services undertaken by the Government for the 
people as a whole are desirable and necessary, only 
at rare intervals does the populace rise to the state 
of exaltation where sacrifices, even small ones, are 
willingly made for the common welfare. Taxes are 
therefore necessarily a compulsory levy. The mere 
fact that there is a deplorable prevalence of tax 
dodging is not necessarily an argument against the 
form or the amount of the tax. It may possibly be 
that the remedy lies in tightening up on the admin- 
istration machinery. That is the conviction of those 
who believe that the publicity of tax payments 
should be continued. They feel that it will act as 
a very effective deterrent to tax evasion. Almost 
any individual can think up a reason to his own 
satisfaction why he should hold out on the Govern- 
ment, but if his derelection is open to exposure he 
may not be so sure that his reasons will be satis- 
factory to others. The spirit may be willing, but 
the flesh of the average taxpayer is weak. That is 
a common fault and needs to be given serious con- 
sideration both in fixing the tax assessments and 
in providing against wholesale tax avoidance of tax 
obligations intended by law. 


Mr. Mellon on the whole views taxation expressly 
as a fiscal problem and in the light of actualities as 
he knows them, At least as far as his views on meth- 
ods of obtaining revenue for the Government are 
coneerned, he is neither an idealist nor a reformer, 
although he advocates what he chooses to call tax 
reform. He concerns himself chiefly with getting 
the maximum of revenue with the minimum of dis- 
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turbance to business and industry and in a manner 
which will lead the taxpayer as little as possible into 
temptation and will deliver him from evil. Judging 
from the results of the presidential election, he has 
the majority support of the public in his tax phi- 
losophy. 


Validity of Pennsylvania Coal Tax Adds 
$6,000,000 to State Revenue 


S A RESULT of a decision of the United 
States Supreme Court affirming the validity of 

the Pennsylvania anthracite coal tax levy, approx- 
imately $6,000,000 in back taxes held up during 
the litigation is now payable, according to an esti- 
mate of Samuel S. Lewis, the State Auditor General. 


The Pennsylvania law, which levies a tax of one 
and one-half per cent on the value of every ton of 
anthracite mined in the State, was attacked by the 
Cranberry Creek Coal Company, the Alliance Coal 
Mining Company, the Lehigh Coal and Navigation 
Company and the Philadelphia & Reading Coal and 
Iron Company. 

The coal companies contended that the tax could 
not equitably be applied to coal produced and in- 
tended for shipment in interstate commerce, and 
that the effect of the law was to violate the equal 


protection clause of the Fourteenth Amendment of 


the Constitution. 
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The Income Tax on Stocks and Bonds 
(Continued from page 23) 


or loss will arise, but if he sells the remaining 10 
shares of preferred for $120 per share he will realize 
a taxable profit of $100. The twenty shares of com- 
mon remaining after the first sale would then have 
a cost of $2.50 each; while the twenty shares remain- 
ing in the second case would represent no cost at 
all, the entire proceeds of a subsequent sale repre- 
senting a profit. 


The cost of securities of the same class included 
in a single purchase is in all cases to be allocated 
to the units of value. Thus the purchase of 100 
shares of stock for $9,250 represents a cost of $92.50 
per share and taxable gain or deductible loss results 
from the sale of any number of such shares at more 
or less than $92.50 each. 


Profits Upon Different Issues of Stock 


Many people who trade in stocks accept their 
broker’s account of their balance without knowing, 
after the lapse of time, just which stock made their 
profit. This does not give sufficient data to make a 
complete return. If there is a profit on some stocks 
and a loss on several others, and the year is closed 
with a credit balance and also large holdings, which 
have been in part purchased with profits made in 
the market, it is obvious that the cash balance alone 
does not represent the income. The actual gains 
must be shown, and the prices actually paid for the 
stock held at the end of the year must be known, so 
that income for the next year may be computed. All 
the profits made and all of the losses sustained in 
trading in stock should be properly explained on the 
Return. It may be necessary to include some of the 
gains or losses in the capital net gain, if the special 
method of taxation is desired, while other transac- 
tions may be excluded from that classification. 
Some losses may be subject to the limitation upon 
capital net losses or may be nondeductible because 
of subsequent or prior purchase of identical securi- 
ties; the profits from other sales, even of the same 
security, are nevertheless taxable. 


Suppose Hinman buys 2,000 shares of Metal Boat 
Company stock at $35 a share and at various times 
during the year sells as follows: 500 shares at $40, 
500 at $33, 500 at $30 and 500 at $36. He has lost 
money, but his return should account for the $3,000 
profit made on the two sales, and also for the $3,500 
losses sustained on the other two sales. 


Effect of Stock Dividend on Cost 


After payment of a stock dividend, the following 
method of determining cost of the new and the old 
stock must be used to ascertain profit or loss in case 
of sale. The cost of the old stock (or its value on 
March 1, #913, where applicable) is divided by the 
total number of shares of old and new stock and the 
result is the cost per share of both the old and new 
stock. To illustrate: If ten shares were purchased 
in 1918 at a cost of $200 per share and a stock div- 
idend of ten shares was received in that year, the 
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twenty shares of old and new will be regarded as 
costing $100 per share. 


Where the stock received as a dividend is mate- 
rially different in character or preferences from the 
stock upon which the stock dividend is paid, the 
cost of the original stock shall be divided over the 
aggregate new stock on the basis of respective 
values of each class at the time of the dividend. 
Where the dividend is received upon stock pur- 
chased in different lots at different times and at dif- 
ferent prices and the identity of the dividend lots 
cannot be determined with reference to the shares 
upon which received, the cost of the dividend stock 
should be separately determined with respect to the 
different lots, and stock sold should be charged 
against the stock first acquired, as explained above. 
Under such circumstances it is not correct to treat 
the entire holdings or the entire dividend as a unit, 
and determine cost at a uniform average. When 
it is impossible to distinguish the dividend shares 
from the original holdings purchased at different 
times, the stock having been merged in new cer- 
tificates issued after the dividend, it is not yet de- 
cided whether sales of portions of the stock held 
are to be applied first against all the purchases and 
then against the dividend shares or whether, as 
seems clearly preferable, each purchase shall be 
deemed to represent the orginal shares and also the 
dividend shares issued with respect thereto. 


American Farm Bureau Federation 
Opposes Federal Estate Tax Levy 


Resolutions approving the gift tax but opposing the 
Federal estate tax were adopted at the sixth annual meeting 
of the American Farm Bureau Federation, held at Chicago 
on December 8. Among the tax recommendations was that 
money derived from the sale of stock dividends should be 
taxed as if the dividend had been in cash. 
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Ready for Distribution 


“Accounting Principles 
Underlying Federal 
Income Taxes, 1925” 


By E. L. KOHLER, M.A., C.P.A. 


Of Kohler, Pettengill and Company; Member of the American 
Institute of Accountants; Professor of Accounting, Northwest- 
ern University School of Commerce 


ANY important changes were made in the income tax law during 
M 1924. These changes are of vital importance to every business 

man, accountant, lawyer and student of income tax. The use 
of March 1, 1913, values of assets has again been changed. There is a 
new penalty for evasion of taxes by incorporation, as well as a new 
rate of tax applicable to individuals. The list of deductible contributions 
has been enlarged. The 1925 edition of “Accounting Principles Under- 
lying Federal Income Taxes” covers all these changes. It shows the 
effects of capital net losses on the individual tax-payable. It explains 
the necessity for inclusion in the return of income from tax-free securi- 
ties. The publicity of income tax returns is discussed. The proper 
steps in filing an appeal are carefully listed. These are only a few of 
the many new points of the federal income tax law which are fully 
covered in this new edition, as well as last-minute rulings. 


Definite Pointers in 
Accounting Procedure 


A Tax Course in 
Convenient Book Form 


ITH keen directness, the author ERE, in compact, usable form, the 
goes right to the very heart of in- whole field of Federal Income 
come tax accounting. Each ruling and Taxes has been covered and so presented 
decision is carefully examined, clearly in- that you can turn instantly to practically 
terpreted and critically discussed. Step any problem that comes up in making 
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by step, the author shows exactly how 
to prepare each item of your return. In 
short, you are shown just how to appor- 
tion properly all disbursements in mak- 
ing your income tax returns for 1925. 
No business executive or individual who 
aids others in making their returns can 
afford to be without this work. An error 


up 1925 returns. A detailed index pro- 
vides for quick reference to any particu- 
lar point. Difficult questions are made 
clear with illustrative problems. Digest- 
ing the law, clarifying the rulings and ex- 
plaining the correct accounting proced- 
ure, the author has prepared a_ book 
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forms for 1925. 488 pages. 
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Significant Decisions of the United States 
Board of Tax Appeals 


LEASEHOLD is property and its cost and 
increase in value prior to March 1, 1913, are 
properly capital, it was held in the Appeal of 

Grosvenor Atterbury. The owner of the leasehold 
is entitled to take deductions for exhaustion of such 
leasehold in the same manner as he would with any 
other exhaustible property. Where the March 1, 
1913, value of a leasehold is determined and that 
value is used as the basis for computing gain on 
the sale of a lease, the taxpayer is entitled to take 
deductions for exhaustion on the same basis. 


The taxpayer in the case acquired a leasehold in 
New York City for the sum of $33,804.80. At the 
time of acquisition, the leasehold had a term of life 
of nineteen years, expiring May 1, 1922. On March 
1, 1913, the leasehold had a conceded value of $58,- 
500. The leasehold ran until 1922. In 1920 the 
taxpayer sold holding in this property right. In 
computing the gain upon the sale of the leasehold, 
the Commissioner of Internal Revenue had distrib- 
uted the exhaustion on the basis of the March 1, 
1913 value, but in computing the deduction which 
the taxpayer was allowed upon income for the 
years 1917 to 1920, inclusive, he had rejected the 
March 1, 1913 value as a basis and taken in its 
stead the 1903 cost of the leasehold. 


Special Cases Subject to Review 

In the Appeal of the Oesterlein Machine Company 
the Board of Tax Appeals found that it has juris- 
diction to hear and determine appeals from determi- 
nations of deficiencies arising under the provisions 
of Sections 327 and 328 of the Revenue Acts of 1918 
and 1921. Apparently the Board will consider an 
appeal based merely on a disallowance of a refund 
claim applicable to a tax levied under Sections 327 
and 328 of the Acts of 1918 and 1921, where no 
deficiency assessment by the Commissioner is in- 
volved. 

Section 327 enumerates the cases in which the 
excess profits tax could be computed by comparison 
with representative corporations whose invested 
capital was determinable under Section 326 and 
which were engaged in like or similar lines of busi- 
ness and were similarly circumstanced. The esti- 
mate of the proper tax on this basis was one of the 
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most difficult of the problems which has fallen 
to the lot of the Income Tax Unit. It involved the 
use of thousands of comparatives and almost an end- 
less amount of work. It is the estimate of a former 
member of the Solicitor’s office that, in finding it 
necessary to review appeals based on deficiencies 
in special cases, the Board of Appeals in that field 
alone will have enough work to keep it busy for 
the next five years. 


Bargain Cannot Be Capitalized 

In determining invested capital as a basis for com- 
putation of the excess profits tax under the Act of 
1918, the Board of Tax Appeals ruled in the case of 
Saenger Amusement Company, Inc., that a bargain 
cannot be capitalized and that the capitalized value 
of anticipated profits on leases may not be included. 

The transfer in 1919 by an incorporated bank 
doing business as a trust company of stock or other 
property. to its stockholders for one-eighth of its 
value was held by the Board of Tax Appeals in the 
Appeal of W. C. Bradley to be a taxable dividend 
subject to surtax. 


According to the evidence the taxpayer owned 50 
shares in the bank. The bank, a member of a syn- 
dicate, underwrote the purchase and reorganization 
of an industrial company receiving as compensation 
a portion of the stock at $5 a share. The stock- 
holders had deposited with the trust company $195 
for each share owned towards purchasing the indus- 
trial company under an agreement whereby the 
stockholders received back $190 and 1 share in 
the industrial company. All of the shares of the 
industrial company reserved for sale sold on the 
open market for $40 a share. The Board of Tax 
Appeals held that the transfer of stock to the tax- 
payer for one-eighth of its value was not a sale in 
good faith, but an attempt to avoid taxation through 
distribution in kind. The amount of the gain 
realized was therefore adjudged to be a dividend 
subject to surtax. , 


The scope of the term installment sale under the 
statute was the point of issue in the Appeal of S. 
B. Churchill. The decision was that a sale of real 
estate on which $8,500 cash is paid out of a total 
purchase price of $15,000, the remainder of the pur- 
chase price secured by a second mortgage and pay- 
able $100 monthly, is not a sale under the install- 

(Continued on page 31) 
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Montsomery’s 


Income Tax Procedure—1925 


Is Now Ready for Delivery 


AVE you ordered your copy? This year, with the new law in 
effect, it is important that you have the use of the volume as long 
as possible before the date on which returns must be filed, so that 

you can thoroughly familiarize yourself with the many changes in pro- 
cedure required. In addition, as you have no doubt discovered for your- 
self, there are scores of points, on which practice is still to be established. 
For these points, those preparing returns must themselves decide on an 
interpretation. 


Gives Reliable Counsel on Doubtful Points 


In this situation, accountants, lawyers, and financial executives will find of unusual 
value the interpretative counsel on each item which Robert H. Montgomery, C. P. A., 
attorney-at-law, and member of the firm of Lybrand, Ross Bros. & Montgomery, gives 
in his manual. He offers in this book definite and reliable personal advice covering 
points on which no rulings have been issued or which are open to more than one in- 
terpretation. He often enables you to foresee and avoid unnecessary taxes for your 
company or your clients. 


Explains All Changes in Procedure 


Mr. Montgomery gives the 1924 law with the new regulations and points out exactly 
where practice under it differs from that under the 1921 and prior laws. For each 
item, he explains the rulings and court decisions that apply, including new ones so far 
issued under the present act. This material he amplifies and interprets, adding in each 
case his personal suggestions and criticisms. 


Shows How to File Claims and Appeals 


Of special concern to accountants and other tax counsellors whose companies or 
whose clients have unsettled cases will be the detailed procedure given for bringing 
these matters before the new Board of Tax Appeals. Protective action is suggested 
for all those who stand to benefit if cases now pending before the Board and the 
Courts which affect 1919 and prior years should be decided in favor of taxpayers. 


Covers Both Law and Accounting 


In this standard manual, Mr. Montgomery analyzes the legal difficulties you will 
encounter and explains how to set up your accounts to secure correct values—an essential 
service. In the way of personal counsel and opinion, he gives you vastly more than 
you could get from any mere digest, however complete. This material is all contained 
in one 1920-page volume, organized and indexed on a plan which makes it easy for 
you to turn DIRECT to the exact answer to any question. 


Order Now For Immediate Delivery 


Income Tax ProcepurE—1925 is now ready for delivery. Fill out and mail the 
order form at the right and a copy of the manual will be sent you postpaid. When 
you receive it, note the completeness and the finality of the help 
which it gives you in working out even the most involved tax 


problems. Then, within five days after the book reaches you, F sathbe: Gheeadll Mouth Mhibene 00 Vesey St, New York, M. ¥.: 


You may send me postpaid immediately a copy of Montgomery’s 


send us your check for $12.00 in full payment. S14 should you | 
so desire, return the volume. 


As brought out above, it is especially important this year 
that you have your copy early. Send in your order today. To 
insure quickest delivery, enclose cash with the coupon, as such 
orders naturally receive preference. 





THE RONALD PRESS COMPANY 
PUBLISHERS: 20 Vesey Street, NEW YORK, N.Y. 


Income Tax Procedure—1925. Within five days after its receipt, I 
will send you $12.00 in full payment or return the manual, 


Name (please print) 


| 
| 
7 Business Address..... 
| 
| 
| 
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1920 pages 


ENDORSEMENTS FROM USERS 


Konopak, Hurst & Dalton, Toledo, Ohio: 

“When deciding points of doubt in re- 
gard to the interpretation of the income tax 
laws, I have always referred to your books 
for final decision. I know of no one who 
emphatically states his opinion as you do,” 
—L. T. Konopak. 


Thomas A. Edison, Inc., Orange, N. J.: 
“We have been making use of Mr. Mont- 
gomery’s book from the time the first edi- 
tion was issued and have found its clear- 
cut analysis of the law and regulations most 
helpful.”,-—Ralph H. Allen, Asst. Treasurer. 


Davis & Wallbank, Attorneys-at-Law, 
Denver, Colo.: ‘‘We consider it the sound- 
est, plainest, and most accurate treatment of 
income tax that has ever been published.”— 
Harry C. Davis. 


FOR PROMPT DELIVERY, USE THIS FORM 
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MOVE INITIATED TO ELIM- 
INATE MULTIPLE TAXES 
ON ESTATES 


A CALL to the legislatures of all 
states to co-operate in the unifi- 
cation of death tax laws has been made 
by members of the Tax Commissioners 
of New York, Maryland, Massachu- 
setts, Kentucky, and Pennsylvania, 
when met in conference at Harrisburg, 
Pennsylvania, on December 22, to con- 
sider means of remedy for existing 
inequities in application of inheritance 
and estate taxes. 

The recommendations to the Legisla- 
tures of all of the States are: 

1. The repeal of death taxes on per- 
sonal property of non-resident dece- 
dents, because they are contrary to 
sound public policy and result in a 
greater burden upon the estates than 
the returns to the States justify. 

2. Death taxes should be reserved to 
the State Governments, and that inas- 
much as the Federal Government en- 
tered this field because of war contin- 
gencies, it should now withdraw and 
leave this source of revenue to the 
States. 


The conference also endorsed the 
plan of the National Tax Association 
to call a conference of the States in 
February, and asked the cooperation 
of all the States in this meeting to 
develop a uniform scheme of inherit- 
ance taxation. 


A statement of facts bearing upon 
the present situation was made in part 
as follows: 

“First—The State in which a man re- 
sides may impose a tax or series of 
taxes upon the property of which he 
was possessed at the time of death, ex- 





ae 





THE NATIONAL INCOME TAX MAGAZINE 


cept real property located outside of 
the State. - 

“Second—lfi a portion of the estate 
is in real or tangible personal prop- 
erty, located in a different state from 
that in which the decedent has his legal 
residence, such other state may tax 
such property. 

“Third—(a) If the estate includes 
stock and bonds of a corporation in- 
corporated under the laws of a State 
other than that in which the decedent 
had legal residence, this second State 
may also exact a tax; if such corpo- 
ration holds property located in other 
States, such other State may also exact 
a tax. 

“(b) If the corporation has an of- 
fice for the registry and transfer of 
its stock certificates in a different State 
from that where its charter was 
obtained or in which its property is 
located, or in which the decedent had 
his legal residence this fourth State 
in which the transfer office is located, 
may also tax the value of its shares. 


“(c) If securities in the form of cer- 
tificates of stock or bonds are kept in 
a safe deposit in a still different State, 
this State may also impose a tax upon 
their value. 

“Fourth—If the lines of a railroad 
company extend through different 
States, each of the States in which it 
operates may levy a death tax upon 
the shares of that company. * * 

“Fifth—In addition, the Federal Gov- 
ernment collects death taxes if the 
value of the estate exceeds $50,000. 

“Sixth—The complexity and the vari- 
ance of the laws of the several States, 
both as regards rates and methods of 
administration are causing an unfair 
burden upon decedents’ estates. * * * 
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The sum total of these various over- 
lapping and accumulative taxes may 
more than wipe out the entire estate. 

“Seventh—Even in cases where the 
value of the property located in a par- 
ticular State may be so small that there 
would be no tax, or the tax would be 
negligible, the expense of complying 
with the inheritance tax laws and local 
probate procedure amount to a con- 
siderable burden on the estate, and 
often the delays thus imposed prove 
even more costly. 

“Eighth—Where these overlapping 
and cumulative taxes form a total so 
great as to be a serious menace to the 
estate, inasmuch as the tax must be 
paid in cash and amounts to more than 
the sum of ready cash in the estate, 
some of the assets of the estate must be 
sold * * * and frequently * * * at a 
sacrifice. 

Those present included Henry F. 
Long, Commissioner of Corporations 
of Massachusetts, Mark Graves, State 
Tax Commissioner of New York, Wil- 
liam Stephens and Seth T. Cole, Dep- 
uty State Tax Commissioners of New 
York, Oscar Leser of the Maryland 
Tax Commission, William B. Belknap, 
Tax Commissioner of Kentucky and 
John P. Wood, J. P. Reed, John P. 
Connelly, Alexander H. Wheeler, 
Archibald F. Jones and Frank H. Ed- 
munds of the Pennsylvania Tax Com- 
mission. 


FIFTY MILLION DOLLARS 
NEEDED TO PAY TAX 
REFUNDS 


RESIDENT COOLIDGE has sent 

a letter to the House asking for a 
supplemental appropriation of $50,000,- 
000 for tax refunds in the fiscal year 
ending June 30, 1925. 


Accompanying the Presidential letter 
was another from Brigadier General H. 
M. Lord, budget director, stating that 
$43,405,446.57 had been refunded dur- 
ing the first four months of the cur- 
rent fiscal year, but that $94,011,300 ad- 
ditional would be needed before the 
year’s end. The $50,000,000 would pay 
claims until March 1, 1925, he wrote. 


In his letter, General Lord said that 
in the last four fiscal years refunds had 
been made as follows: 


a aa Se acre ae $ 28,656,457.95 
BN PAs < accinsereucdh org 48,134,127.83 
PO eiedin 0 daeatiigen sth 123,992,820.04 
BmesGSiS ain cals alee 137,006,225.65 


“During the first four months of the 
present fiscal year, or for the period 
July 1 to October 31, 1924, inclusive, 
$43,405,446.57 has been refunded, in- 
cluding $17,326,582.74, representing 25 
per cent reduction of individual income 
taxes for the year 1923.” 


It was important, said General Lord, 
that the funds should be made avail- 
able, in view of the provisions in the 
1924 revenue act, which stipulated 6 


per cent interest on illegally collected 
taxes. 
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Significant Decisions of the United States 
Board of Tax Appeals 


(Continued from page 28) 


ment plan and a gain therefrom is taxable in full 
in the year in which the sale is made. 


In the Appeal of W. C. Marshall & Company, the 
Board ruled that under Section 326 (a) (4) of the 
Revenue Act of 1918, the taxpayer is not entitled to 
include in invested capital an amount claimed to rep- 
resent the value of good will, in the absence of suffi- 
cient evidence to establish such value. The appel- 
lant put nothing in evidence but a resolution of its 
board of directors declaring the value of the 
property. 


The Board of Tax Appeals has jurisdiction to 
determine whether or not an assessment of a de- 
ficiency in tax against a taxpayer is barred by the 
statute of limitations under the Revenue Acts of 
1921 and 1924. The filing of an amended return 
does not extend the date for the beginning of the 
statute of limitations as outlined in Sections 250 (d) 
of the Revenue Act of 1921 and Section 277 (a) 
(2) of the Revenue Act of 1924. Hence where a 
waiver has not been filed the operation of the 
statute of limitations dates from the date of the 
filing of the original return. The foregoing were 
decisions made by the Board in the Appeal of the 
National Refining Co. of Ohio, et. al. 





Protests Against Deficiency Assessments 
Must be Made to Agents-in-Charge 


NOTHER step toward decentralization of the 

Bureau of Internal Revenue became effective 
on December Ist, by I. T. U. Order No. 13, when 
local agents-in-charge were authorized to deal with 
controversial tax cases originating in their jurisdic- 
tions. 


Initiation of the change, which has been under 
experiment in several districts for about six months, 
is regarded as an important move in placing the 
agencies of the Bureau closer to the taxpayers with 
whom they deal to obviate the necessity of trips 
to Washington by many claimants. 


The apparent effect of the new rule is that all 
protests against additional assessments must be 
made to the agent-in-charge and that all questions 
of fact will be settled in the field. The agent-in- 
charge is authorized to make such examination as 
is necessary to secure all the available facts perti- 
nent to the points at issue, arrange a conference with 
the taxpayer or his duly authorized representative 
for the purposes of reaching an agreement, and 
then to forward all these data to the office in Wash- 


ington together with his recommendations for re- 
view. 


Only if the report of the agent-in-charge is found 
to be correct in minor detail will the taxpayer be 
notified by the A-2 letter or closing letter that the 
report has been accepted upon review, with nota- 
tion of such minor adjustments. Where substan- 
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APACITY 
‘WHEN NEEDED 


Like the extra power of a high-grade motor car—instantly 
available—the expansion feature of VERTEX File Pockets 
affords capacity when needed. In filing an extra heavy day’s 
accumulation of papers, they just naturally expand as each 
sheet is inserted. 



















Standard in size with ordinary manila folders, VERTEX 
Pockets will accommodate, with equal ease and efficiency, 
three, thirty or three hundred letters. 


exte 


VERTICAL — EXPANDING 


FILE POCKETS 


have index tabs that are plainly visible under the most 
crowded conditions. This makes filing and finding easy, saves 
time and money and prevents lost or misfiled papers. 


Made of “‘Paperoid,” a red rope stock, they will outlast 
twenty ordinary flat manila folders. Vertex File Pockets can 
be used in any vertical filing system. 





Send the coupon below and receive a sample 
VERTEX Pocket for trial in your own files, 


ALVAH BUSHNELL CO., Dept.T 
Durable Filing Containers 
925 Filbert Street Philadelphia, Pa. 
—-—-——-— — — — OUT HERE ———————— 
Please send for examination and trial a free sample of 


Bushnell’s “VERTEX” Paperoid File Pocket, as described 
in January Nationa Income Tax MaGazine. 











Mame Of PixM..cccceccvveseses MITT TUTTLE LET 
Address 


POOP e eR eee eee Eee Hee E EEE EEE HEHE EEE EEE EEE EEES 


Name of Person Inquiring 


Letter size or Legal size desired?.........ceseecccsceeceeces 


If special size is required, send sample of sheet to be 
filed, and give width and height of drawer 


To ALVAH BUSHNELL CO., Dept. T 
925 Filbert Street Philadelphia, Pa. 





When writing to advertisers please menuon THE NATIONAL INCOME TAX MAGAZINE 














—— 












































































































































f| 
MO 























SUUENDORRUDOOUONOB EEE 


oo 
Ee 





“ 





Instant Reference to Every 
Item of Taxable Income 


ERE, in this handy loose-leaf book, you will 

find the answers to your income tax problems. 
Twelve simple, accurate records—easily kept up to 
date—show every item of taxable income, together 
with amounts subject to deduction; precise figures and 
exact dates. 


Placing before you all the necessary information as no 
other record can, MI-REFERENCE is an indis- 
pensable aid in making out your income tax reports. 
Every form is self-explanatory. Keeps a complete 
record of your life insurance, real estate transactions, 
stock and bond tradings—and your net worth is al- 
ways at your finger tips. It provides a permanent, 
perpetual inventory of all your assets and liabilities. 


MI-REFERENCE is a handsome, three-ringed loose- 
leaf book with embossed leatherette cover. Page size 
5Y%4"x8%". Price, including a generous supply of 
forms, $5.00. Additional forms can be furnished 
when needed at three cents a sheet. 


Start now keeping the facts of your personal finances. 
Mail the coupon today for this valuable, personal aid 
to every business man. 


PFENING & SNYDER, Inc. 
Commerce Building COLUMBUS, OHIO 


Pfening & Snyder, Inc., 

310 Commerce Bldg., Columbus, Ohio. | 
Gentlemen : | 
Enclosed find check for $5.00. Please send me one copy of “Mi- 
Reference’ and complete set of forms. It is understood my money 
will be refunded if am not completely satisfied with the book on 
its receipt. 

Name 


Address 419 | 


| 
| 
| 
| 
| 
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tial revision of an examining officer’s report is nec- 
essary, the field division will be notified of the pro- 
posed changes and given a fixed number of days 
within which to submit comment to Washington 
before the A-2 or closing letter is mailed to the tax- 
payer. 


In cases in which the taxpayer has filed no pro- 
test, brief, or statement of additional facts with the 
field divisions and in which the determination as to 
tax liability is found correct upon review or has 
been adjusted in minor detail, the A-2 or closing 
letter will be mailed the taxpayer in accordance 
with the procedure provided in T. D. 3616, and the 
further handling of the case will be in accordance 
with that treasury decision. 


The new order is an attempt to reduce the work 
of the Income Tax Unit. The taxpayer still has, 
as provided by T. D. 3616, right to a hearing before 
the recently created Review Division in the 
Solicitor’s office if it was requested in the letter 
of protest or if requested within 20 days after the 
mailing of the letter to the taxpayer announcing 
that the case has been transmitted to Solicitor of 
Internal Revenue for consideration and for hearing. 
If the taxpayer is dissatisfied with the decision of 
the Solicitor’s office and with the Commissioner’s 
subsequent final determination, he has within sixty 
days after the mailing of a registered letter advis- 
ing of a final determination by the Commissioner 
in which to file an appeal with the Board of Tax 
Appeals. 








Washington Tax Briefs 


Definite Congressional action on the issue of the 
repeal of the publicity clause of the new revenue 
law is not expected until the Supreme Court has 
decided on the legality of publishing the amount 
of income tax payments. The decision of the Su- 
preme Court may not be rendered for a month or 
two. If opposition is found too strong, the question 
may not be brought to a vote at this session of 
Congress. A formidable opposition against the 
abolishment of publicity as an administrative meas- 
ure to prevent tax evasion is expected to develop, 
especially from representatives and senators from 
the middle western and western states. 


The decision of the Board of Tax Appeals that it 
has jurisdiction in appeals involving deficiencies in 
“special relief cases” under Sections 327 and 328 
of the Revenue Acts of 1918 and 1921, is expected to 
result in a new deluge of appeals. By the method 
provided for in Section 328, the excess profits tax on 
corporations for the years to which the Acts of 1918 
and 1921 apply could in the cases specified in Sec- 
tion 327 be computed by comparison with represen- 
tative corporations whose invested capital could be 
satisfactorily determined according to Section 326 
and which in those years were engaged in a like 
or similar business and conducted under similar 
conditions. 
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Further Amendments Made to Rules of 
Practice Before Board of Tax Appeals 


HE following new amendments to the rules of 
practice of the Board of Tax Appeals have 
been announced by Chairman Charles D. Hamel. 

In rule 2 relating to admission to practice the 
second paragraph has been amended to read: 

The following classes of persons whom the Board finds, 
upon consideration of their applications, to be of good moral 
character and to possess the requisite qualifications to repre- 
sent others may be admitted to practice before the Board * * * 

A paragraph reading as follows was added: 

The Board may, in its discretion, deny admission, suspend 
or disbar any person whom it finds does not possess the requi- 
site qualifications to represent others, or is lacking in char- 
acter, integrity or proper professional conduct. An attorney 
or certified public accountant who has been admitted to 
practice may be disbarred only after he is afforded an oppor- 
tunity to be heard. 

Rule 5, which prescribes the form of the petition 
in the initiation of an appeal, has been amended to 
prescribe that the petition shall contain as para- 
graph (c) a statement of the amount of the defi- 
ciency, the nature of the tax, the year for which as- 
serted, and the amount thereof (as nearly as may 
be determined) in controversy. As a conclusion to 
Rule 5, the following requirement is added: 

To the petition shall be appended a copy of the Commis- 
sioner’s letter advising the taxpayer of the determination of 
the deficiency (the so-called “60-day letter.”) 

Paragraphs 2 and 3 of the suggested form of peti- 
tion are amended to read as follows: 

2. The deficiency letter (a copy of which is attached) was 
mailed to the taxpayer on ........ and states a deficiency of 


. dollars. 
3. The taxes in controversy are (income) (profits) (estate) 
(gift) taxes for the (calendar or fiscal years ...... and are 


(more) (less) than $10,000, to wit.......dollars (state exactly 
if possible or approximately the amount disputed). 


Rule 50, relating to settlement after final deter- 
mination has been added. After decision by the 
Board directing computation of a deficiency in a 
special manner, the amount may be agreed upon by 
stipulation between the Commissioner and the tax- 
payer. If not, five copies of a proposed determina- 
tion must be submitted to the Board with a day for 
presentation specified, but such day must not be 
sooner after filing than the number of days allowed 
in the Board’s decision. 


Commissioner to Disregard Decision No. 
40 of Board of Tax Appeals 


TT. Commissioner of Internal Revenue has an- 
nounced that he will contest the decision of 
the Board of Tax Appeals in the Appeal of Joseph 
Garneau Co., wherein it was held that the Board of 
Tax Appeals has jurisdiction in a case where assess- 
ment was made prior to June 2, 1924, the date of 
the passage of the Revenue Act of 1924, but where 
the final determination of the Commissioner was 
made subsequent to that date. Pending final ad- 
judication of the matter by the courts, the Bureau 
of Internal Revenue will disregard this decision of 
the Board of Tax Appeals and will proceed in the 
case of assessments made prior to June 2, 1924, 
in accordance with existing regulations. 

The Commissioner cites Article 1291 of Regula- 
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Answer Your Own Questions inAccounting 








In ole bute Faas TRIAL #e#e««= 
to the prob- Practical Business Publishing Co. 
lems that 92 Arch Street, Boston, Mass. 

arise in 


I wish to examine a copy of 


account- Putnam’s Practical Accounting. 


ing After 5 days I’ll return the book 
) mag or send you $3.00. 


‘ Notice: Only pare if check 
; accompanies order 


Putnam’s Practical Accounting 


Simply open the book to the proper place—using it like a dic- 
tionary and there instantly accessible is the solution to your 
problem. 

How to keep this or that account—how to open new accounts. 


How to keep partners’ accounts—the easiest way to determine 
new worth—how to figure percentages of profit and expense on 
sales, on turnover. How to maintain reserve accounts—how to 
determine profit and loss. How to change from single to double 
entry systems. 





A Business Asset 
Whether the questions in the accounting of your business are 
few or many—simple or complex—you can find them answered in 
this book according to the latest and best practice. 


More than that, the book contains concrete suggestions for the 


better keeping ‘of various accounts. It will help you improve 
your system. 


Approved and Recommended 
by many well-known business men and accountants. Up-to-date, 
quick, easy to use. Answers any accounting question. 


Examine it free. No obligation at all. Simply clip the coupon 
and send for it today. 


PRACTICAL BUSINESS PUBLISHING CO.., 92 Arch St., Boston, Mass. 


Il 


On the subject of federal income taxes, nothing can be 
more thorough, more complete and inclusive, than the 


FEDERAL 
INCOME TAX INDEX 


This 1,000-page guide leads you not only to the more 
recent Rulings, and Racslalios, and Treasury Decisions, 
and Court Cases, but also to all there are as far back as 
the first enactment. Beginning with the Tariff Act of 1909 
which contained an income tax section, and indexing from 
then up to the present moment, it embodies practically 15 
years of tax lore. All of this is in permanent form; the 
more recent provided for in a Supplement Service which 
is cumulative in character and therefore never piles up 
on you, but always remains convenient—no loose-leaf 
nuisance. 

Added to this comprehensiveness of scope is an un- 
paralleled accuracy of data and such an alphabetic sim- 
plicity of arrangement that you find your material instantly. 


Subscribe at any time for 12 full months 


Income Tax Index Service, Inc. 
9-15 Clinton Street, Newark, N. J. 


Gentlemen: Please send me without obligation on my part full informa- 
tion about the Index and other features of I. T. I. 


Ree | ee 
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tions 65, which provides that Section 280 of the 
Revenue Act of 1924 applies only in those cases 
where assessments are made after June 2, 1924. 


No Appeal Granted Within Bureau Fol- 
lowing Disallowance of a Refund Claim 


DEPARTMENT ruling has been issued stat- 

ing that no appeal lies to any other agency 
of the Commissioner where notice of the disal- 
lowance of a claim for refund has been sent by the 
Income Tax Unit. 

Upon final rejection of a claim for refund by the 
Commissioner, the case cannot be opened except 
where a showing is made of new and material facts 
accompanied by a satisfactory explanation of failure 
to produce such facts previously, or where the 
case is materially affected by the change of regula- 
tions or by a decision in another case by the Com- 
missioner or by a court of competent jurisdiction. 


Two Amortization Cases Reopened at Re- 
quest of Senate Investigating Committee 


A! THE request of the Senate Investigating 
Committee, the Bureau of Internal Revenue 
has agreed to reopen the tax cases of the North- 
west Steel company of Portland, Oregon, and the 
Standifer Construction Company of Seattle, Wash- 
ington, involving amortization allowances. 

This incident illustrates the advantage given to 
the Government in cases involving amortization. 








PILOT 
BOOK 
ON : 
LEGAL ” 


TAX 
SAVING 





Send coupon today! 


The Old South Press, 
Munson Building, New York, N. Y. 


Please send, prepaid, ‘‘Sears on Minimizing | 
Taxes,’’ Buckram, for which I enclose $3.00. 





TAXES 





By JOHN H. SEARS, of the New York City Bar 


Author Sears ‘‘ Trust Estates,’’ ‘‘ Trust Company Law,” Etc. 


HE purpose of this book is FIRST, to point out funda- 

METHOR mental differences between methods of avoiding or reduc- 
ing taxes which may safely be regarded as effective and 

lawful, as distinguished from forbidden evasion, and SECOND, 

to furnish synopses of all tax systems, State and Federal, show- 


ing requirements for Assessments, Returns, Rates, Exemp- 
$3e) tions, Deductions, Collections, Penalties, etc. 


Mr. John H. Sears, author of Sears“ Trust Estates,” “Trust 
Company Law,” etc., has given legal advice on tax problems 
for years. His great accumulation of legal information on this 
topic is now offered the profession in practical 
form, fully annotated. 


Large business concerns find it profitable to 
employ legal tax experts to put into effect tax 
saving methods, which, like devices for reducing 
| insurance premiums, put money in the bank. It 
is equally profitable for every tax-payer, and is 
now made possible through the use of Sears on 
MINIMIZING TAXES. 
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Solicitors Memorandum 1584 holds that deductions 
relative to amortization are not required to be finally 
determined by the Commissioner on or before March 
3, 1924, but the taxpayer cannot require him after 
that date to make a re-examination. Taxes found 
to be due in cases now pending where an exami- 
nation was not made by the engineers of the Amort- 
ization Section of the Income Tax Unit prior to 
March 3, 1924, may be assessed and collected at any 
time. 





Cost of Collecting Internal Revenue De- 
creased For Fiscal Year 1924 


HE COST of collection of internal revenue for 

the fiscal year 1924 was $1.24 for each $100 col- 
lected, which was 10.8 per cent less than in the pre- 
vious year. The total of internal revenue collections 
of $2,796,179,257 was an increase of 7 per cent over 
those for the year 1923. Revenue derived from the 
income tax increased 9 per cent, from $1,691,089,534 
a year ago to $1,841,759,316. 

The miscellaneous collections arising from objects 
of taxation other than income taxes amounted to 
$954,419,940 for the fiscal year 1924, compared with 
$930,655,693 for the fiscal year 1923, an increase of 
$23,764,247, or 3%. The principal increases for 
1924 are from taxes on automobiles and motor- 
cycles, tobacco manufacturers, telegraph and tele- 
phone messages, on value of capital stock of corpo- 
ration, and admissions to theatres, etc. 
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See || 


SYNOPSES 
TATE & FEDERAL | 
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COMMERCE CLEARING HOUSE 


Announces the New 


: U.S. Board of Tax Appeals 


oT" lc cos Bes 


< 


: Federal Court Service 

: Income and Estate Tax Cases 

34 

a In order to fully comply with the requirements and demands 
rh 


of those interested in Income Taxes, this Service consists of 


Docket and calendar. Decision of Court. 


Practice and Procedure 


Abstracts of Petitions, 
Information 


including statement of 
facts and assignment of Copy of All Documents 


errors. 


Abstract of Answers made 
by the Commissioner. 


Notations of Briefs, Mo- 
tions, Orders, Etc. 


Finding of Facts. 


at Syndicated Cost 


Routine Information and 
Service covering your 
specific cases without ad- 
ditional cost. 


Transcript of Evidence at 
Syndicated Cost. 


NO BUSINESS EXECUTIVE OR FIRM CAN CONSCIENTIOUSLY 
BE WITHOUT THIS NEW SERVICE 


For full information address 


COMMERCE CLEARING HOUSE 


CHICAGO WASHINGTON 
Illinois Merchants Bank Bldg. 


806 Union Trust Bldg. 


NEW YORK 
67 Wall Street 
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Thirty Four Legislatures to be in Session 
During the Year 


UMEROUS changes in state tax laws during 

the coming year may be expected as thirty- 
four Legislatures will be in. session, thirty-three of 
which meet in January. Ambitious road improve- 
ment programs have made it necessary in a num- 
ber of states to consider means of obtaining in- 
creased revenue. In some of the states pressure 
will be brought to bear for modification of the in- 
heritance tax laws. 

The Legislatures to be in session during 1925 
are those of Arkansas, Arizona, California, Colo- 
rado, Connecticut, Delaware, Florida, Idaho, Illinois, 
Indiana. Iowa, Kansas, Maine, Michigan, Minnesota, 
Missouri, Montana, Nebraska, Nevada, New 
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Hampshire, North Carolina, North Dakota, Okla- 
homa, Oregon, Pennsylvania, South Dakota, Ten- 
nessee, Texas, Utah, Vermont, Washington, West 
Virginia, Wisconsin and Wyoming. All of these 
meet in January with the exception of the Arizona 


legislature which begins its session in November, 
1925. 


Many residents of California are directly interested in a 
suit brought by that state against the estate of the late 
David B. Gamble to collect inheritance taxes alleged to be 
delinquent. Although Gamble and his family had resided 
continuously in Pasadena for more than ten years, he never 
became a citizen of California in that he continued to vote 
in person and by mail in Ohio and retained his legal resi- 
dence there. The case has attracted nation-wide interest in 
view of the fact that there are many people living in Cali- 
fornia under the same conditions as was Gamble. 











GREGERSON BROTHERS 


CERTIFIED PUBLIC ACCOUNTANTS 
INCOME TAX CONSULTANTS 


SPECIALISTS ON FEDERAL INCOME TAX PROBLEMS 


OMAHA NATIONAL BANK BLDG., OMAHA, NEBRASKA 














HUDDY | on AUTOMOBILES 


SEVENTH EDITION, 1924 
Auto Accident Auto Negligence 


An enlarged, expanded and exhaustive work on the most actively 
litigated subject of the law, with thousands of new cases contain- 





ing the latest interpretations of the law. 


NEW ACCIDENTS are happening. 

NEW PROBLEMS in statutory construc- 
tion are arising 

NEW EXPERIMENTS are tried by Legis- 
latures to protect the public against the reck- 
lessness of drivers and to adapt the body of 
the law to the changed conditions ushered in 
by the motor vehicle. 

THE DEVELOPMENT OF THE LAW 
has been rapid, and this new edition is prac- 
tically a new book. Each year the number of 
automobile cases increases. 

The Seventh Edition contains thousands of 
new decisions. 


1 Vol. 1564 royal octavo pages, 
Buckram, $15.00 


The only work on the Law of Automobiles that has = 
had a sale large enough to demand Seven — -+= 


ay 
Ga‘? 


Old South Press, 
R906, Munson Bldg., 
New York, ts: f | 
Please send me “Huddy on Automo- 
biles,” for which we enclose $15.00. 
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A Complete TABLE OF CASES. 

HOW CAN THE PROFESSION KEEP 
STEP with the progress in this branch of the 
law? 

ONLY THE LATEST BOOK on the sub- 
ject states the present condition of the law. 

MORE PAGES AND LARGER PAGES. 
The amount of material on each page has been 
increased 15 per cent; notwithstanding this 
fact the number of pages has also increased 
from 1382 of the previous edition to 1564 in 
this edition. Four new chapters have also 
been added. 
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A Complete Law Course at a Regular Prices 


It is used by business and professional men everywhere. 

It covers every phase of the law, including International 
Law, Patent Law, Mining and Irrigation Law, Federal Courts 
and Procedure. Nothing has been omitted. Thousands of these 
sets have been sold at $75.00. Think of it—A complete Law 
Course in book form, including a regular reading course, writ- 
ten by the highest authorities, in interesting, fascinating style, 
at practically manufacturing cost. 


Te HAMILTON LAW LIBRARY needs no introduction. 


Law Trained Men Lead in Business 


In the Nation’s Business for November is a 4-page article 
covering the advantages of a knowledge of law for business 
men and giving illustrations of business leaders 
who attribute their success to a knowledge of law. 
Among those mentioned are Gary of the U. 8S. Steel 
Corporation, Holden, president of the Burlington 
R. R., Beatty, president of the Canadian Pacific, 
Dodge, president of the Mergenthaler Company, 
Mills, president of the International Paper Com- 
pany, Stewart, president of the Standard Oil Co. 
of Indiana, Marland of Marland Oil Company, 
Tomlinson of the National Biscuit Company. These 
are only a few, but enough to show that regardless 
of the line of business, law-trained men are the 
leaders. 


Quiz Questions for Accountants 
and Business Men 


‘here is a set of quiz questions pertaining to every subject 
of the law covered in the books. The questions are typical of 
legal problems that constantly confront the business man. 
Every important legal question is answered for you in this 
complete and authoritative Law Library, now sent on a very 
special offer. You can prepare yourself for the Bar Examina- 
tion if you desire, by checking these questions with the free 
Reading Course and the text books. With the legal complica- 
tions in business today, no man can hope to succeed without 
at least an understanding of the fundamental legal principles. 





FREE READING 
COURSE 


1 year—32 Pamphlets 
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This great Library is now offered to you, together with the free 
Reading Course which covers the whole field of law and gives 
you the information you desire on any legal question, for less 
than one-third the fee you would ordinarily pay for an attor- 
ney’s advice. 

Twelve large, handsome, durably bound volumes—over 6,000 
pages. No mystifying terme—-uo technical language. Every 
statement made so clear than anyone can grasp the point at 
once. A ready reference library. Accept our offer now and 
see for yourself on a money-back guarantee how this great set 
of books actually places the law at your fingers’ ends. 


Only $2.00 Down 


We will ship the complete Law Library including 
the Reading Course right to your home or office 
for 7 days’ examination, upon a small deposit of 
$2.00 with the coupon below. Examine and study 
them for seven days. If you desire to keep them, 
pay $2.80 at that time and the balance in small 
monthly payments of $4.00 until the special price 
of $49.80 has been paid. If not satisfied, return 
the books and your $2.00 payment will be immedi- 
ately refunded. Never before have you had the 
opportunity of obtaining a complete Law Course 
for less than $150.00 or $200.00, but for a limited 
time you can get it for $49.80, subject, however, 
to your approval. Remember, your money back if not satis- 
fied. Send in the coupon below, today. 


JOHANSEN CORPORATION, Dept. 11, 
431 S. Dearborn St., Chicago, III. 


l Please send me your 12 volume text Library on Law, including the | 

| FREE 32 booklet Reading Course, for 7 days’ examination shipping 
charges collect. I enclose $2.00 herewith and will remit $2.80 within | 

| 7 days after receipt of the books, and $4.00 a month thereafter until 
the special advertising price of $49.80 is paid. If I am not satisfied, | 

| I will return the books within 7 days, at your expense, and you are 

l to refund my initial payment of $2.00. | 
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Introducing— 
A. Suggestion Department 


Today houses of responsibility prepare 
their stationery to proclaim that 
responsibility—and to reflect a 
prestige worthy of remembrance. 


hanse has inaugurated a “Suggestion 
Department”—a helpful depart- 
ment which can show you a new 
way to get the most out of your 
stationery. 





Transo’s newest ideas are being 
adapted by the largest firms in 
the country. 





the firm that is proud of its ac- 
complishments there is a new, 
simple and sure way to effect- 
ively use its mailing materal. 





or the proper party in your or- 
ganization, should know of the 
efficiency and true economy of 
the TRANSO MAILING SYS- 
TEM. 


TRUE ECONOMY 


in stationery is possible only when the completed 
job is everything you expect and serves to create 
a favorable impression of you and your business. 








MAILING SYSTEMS 


hanso Envelopes and Standard 
Mailing Forms 


Send the Coupon Below—NOW! 







A. Suggestion Department, 

c/o —— Envelope Co., 

3400 No. Kimball Ave., 
Chicago, IIl. 


We would like the FREE services of your Suggestion Depart- 





January, 1925 


Business Reorganizations in Their Relation 
to Income Taxation 
(Continued from page 8) 

(a) Any amount may be distributed to the indi- 
vidual stockholders from the liquid assets of a cor- 
poration subject only to an individual tax liability 
not exceeding 12% per cent of the profit realized. 

(b} Without any income tax liability, the pres- 
ent value of assets subject to depletion and deprecia- 
tion may be established as a basis for future deple- 
tion and depreciation deductions. 

(c) Subject to a maximum income tax liability 
of 12% per cent in lieu of all other taxes either to 
the corporation or its stockholders, accumulated 
profits, which might be subject to the present tax 
upon surplus unreasonably accumulated or to some 
new form of tax on undistributed surplus which 
Congress might enact, may be retained for employ- 
ment in the business or for investment by the cor- 
poration without danger of tax liability under every 
conceivable form of tax on surplus. 


(d) Under any excess profits tax law which may 
be enacted in the future, there is considerable chance 
of obtaining a greater invested capital after reor- 
ganization than otherwise. 


(e) Without any tax liability, the capitalization 
structure of a corporation may be satisfactorily ad- 
justed with respect to the relationship between 
bonds, preferred stock and common stock, the 
amount and rate of bond interest and preferred divi- 
dends, the optional or obligatory redemption of 
bonds or preferred stock, and the redemption price. 


When Reorganization May Be Desirable 


It may be stated in general terms that the cases 
where the subjects above mentioned will be found 
desirable and where a reorganization should at least 
be taken under consideration include the following: 

(1) Any corporation with a large surplus, 
whether or not employed in the business, if it should 
become apparent that Congress may impose a tax 
upon such surplus. 

(2) Any corporation with a large surplus not 
required by the business, which is in danger of 
liability under the present tax on unreasonable 
accumulation. 

(3) Any corporation with a large amount of 
liquid or investment assets not required in the busi- 
ness, whether or not represented by surplus, which 
the individual proprietors would prefer to own and 
control as individuals. 

(4) Any corporation whose principal stock- 
holders desire a large amount of cash or cash assets 
for individual purposes or desire to dispose of some 
portion of their interests. 

(5) Any business employing depreciable or de- 
pletable assets, such as patents or natural resources, 
which have greatly increased in value since acquisi- 
tion or where 1913 value is difficult of proof, or 
assets such as buildings and equipment of which the 
cost cannot be established because they were ac- 
quired through construction or purchase which was 


charged to expense of operation or was not properly 
capitalized. 


(Continued on page 40) 


When writing to advertisers please mention THE NATIONAL LNCOME TAX MAGAZINE 


January, 1925 THE NATIONAL INCOME TAX MAGAZINE 39 


- 


T= 


ry 


ay 
ice 
or- 


on 
id- 
en 


vi- 
of 







ses 
ind HERE you want them, and when you want them, 
ast the facts that you need to know are brought to 
ng : you on FLEX-SITE. A bird’s-eye view of your 
lus, oe ee ee bef — in | = Y iat 
Id business is spread before you in book form. ou pass 
u ; " , 
east judgment on mass facts and not isolated cases. At the 
same time unusual conditions are flashed to your atten- 
not tion for any special action. 


ible When you select Visible Equipment, be sure that it is 
portable, compact, adaptable, low in cost, and that it has 

of the FLEX-SITE automatic shift which permits the in- 
vor’ sertion of new sheets where they belong in a few seconds. 


and _ : 
If your records are different and require special han- 


soke- dling, our Methods Department is at your service. Send 
sets detailed information and receive without charge, recom- 
ome mendations which fit your business. 

Bes) VISIBLE RECORDS EQUIPMENT CO. 


war 226 W. Adams Street, Chicago, III. 


Visible Records Equipment Company, 
4 ~ | 226 W. Adams St., Chicago, Illinois. 
| the 


Please send FLEX-SITE Circular 
ac- 


No. 281. 
was y Kind of Records 
erly 





oud 
\ 


N 


KK 


\ 
NWN 


\ 


i 


Vi} 
i 
it 
NT 
mn 
eo 
3 
Qa 
2 
c 
oO 
S 
4 
3 
3 
oy 
é. 
ao 


eee ee ee ee ee ee ee 


NII Stn arcihy shcaslgsh hg teh hia 'v a Ria 
When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 


REPRESENTATIVES IN PRINCIPAL CITIES 








40 THE NATIONAL INCOME TAX MAGAZINE 


Business Reorganizations in Their Relation 
to Income Taxation 
(Continued from page 38) 


(6) Any long established business which has 
inadequate accounting records from the date of its 
organization and which would benefit from recon- 
struction of its fixed assets as shown by its books of 
account. 


(7) Any corporation which was penalized by the 
retroactive effect of paragraphs (7) and (8) of Sec- 
tion 204 (a) of the Revenue Act of 1924, either by 
the imposition of a double tax or the encumbering 
of its records. 


Corporations Which Are Not Required 
To Withhold Tax of Individuals 


ECTION 217 of the Revenue Act of 1924 pro- 

vides that income from sources within the Un- 
ited States does not include interest received by 
nonresident alien individuals from a domestic cor- 
poration when it is shown to the satisfaction of the 
Commissioner that less than 20 per centum of the 
gross income of such domestic corporation has been 
derived from sources within the United States as 
determined under the provisions of section 217 for 
the three-year period ending with the close of the 
taxable year of such payor preceding the payment 
of such interest or for such part of such period as 
may be applicable. 


A domestic corporation which shows to the sat- 
isfaction of the Commissioner that it qualifies under 
the above provision will not be required to with- 
hold tax from the interest paid to nonresident alien 
individuals on its tax-free convenant bonds, since 
such interest is not considered income from sources 
within the United States under the Revenue Act of 
1924, and is, therefore, not subject to tax in the 
hands of nonresident alien individuals. 


The Commissioner and not the corporation must 
determine whether the corporation is relieved from 


withholding tax in such cases. I. T. 2116:III-49- 
1901. 


Notes on the Revenue Act of 1924—Income 
Tax Provisions 
(Continued from page 16) 
the transaction may result and should be taxed.** 
Since the gain may be a capital gain or a dividend, 
and since it may be in part deferred, provisions of 


increased complexity are necessary to determine its 
proper treatment. 





55Section 203 (f) of the statute provides that no loss shall be recog 
nized from such a transaction. The reason for this provision is thus 
given in the Statement, pp. 8-9: ‘“‘Subdivision (b) of this section pro 
vides that no loss shall be recognized if the entire consideration for the 
exchange is a certain type of property. Unless some provision is made 
for cases in which part of the consideration is money, the provisions of 
subdivision (b) could be avoided and the entire amount of the loss 
recognized if a small amount of money were received in addition to the 
specified property. The only practicable way to cover such a case and 
prevent the taxpayer from taking the entire loss by adding a small 
amount of money to the property received is to provide that no loss shall 
be recognized.” 


(Continued in the February issue) 
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BUSINESS BOOK REVIEWS 


Principles of Investment, by John Emmett Kirshman, Ph. 
D.; pp. 892. A. W. Shaw Company, Chicago. 


A number of excellent books have been written on the 
subject of principles of investment, but any new publication 
which sheds new light on how to choose and judge security 
values and when to buy or sell bonds and stocks is certain 
to be in demand. 





Professor Kirshman’s work offers a valuable source of in- 
formation on the subject. The author has made a clear,and 
interesting exposition of the principles underlying the invest- 
ment of funds, and improved upon previous treatments of the 
subject in some respects, especially in the section apply- 
ing the principles of investment credit to the field of invest- 
ment and that discussing the nature and significance of 
security price movements. This publication can be read 
with profit by the banker and broker as well as the indi- 
vidual investor. 


Managerial Accounting, Vol. I, by J. O. McKinsey, C. P. A. 
655 pp. The University of Chicago Press, Chicago. 


Mr. McKinsey has as his primary objective the exposition 
of accounting as an aid to administrative control of a busi- 
ness. Among the auxiliary features is a presentation of the 
general principles underlying the collection and interpreta- 
tion of accounting and other statistical data. 

The method of approach is the result of an experiment 
conducted by the author and his colleagues at the University 
of Chicago during the last five years. Though the publica- 
tion is primarily intended as a college text book, it contains 
information of value to the executive and to the business 
employee who aspires to an executive position. The sub- 
ject matter is broad in scope, hence the department specialist 
may find some of the material applicable to his own business 
sphere rather elementary. 

A clue to the nature of the contents is given by the titles 
of the seven parts into which the volume is divided, viz.: 
The Need and Nature of Standards and Records; Organiza- 
tions for Standards and Records Control; Administrative 
Reports; Sales Control; Purchasing Control; Traffic Con- 
trol; and Production Control. References for collateral 
reading are given at the close of each chapter. A second 
volume is to be published within the next year covering the 
control of personnel, plant and equipment, branch-houses, 
investment, liabilities expense, finance, proprietorship, etc. 


Accountant’s Handbook, Edited by Earl A. Saliers, Ph. D. 
pp. 1675. The Ronald Press Company, New York. 


This volume is made up of thirty-three sections, covering 
as many subjects directly or indirectly related to accounting. 
The material in each section has been prepared by specialists 
who have sought to present in abridged form the essential 
facts and principles relating to the subjects considered. The 
field of economics, for example, is covered in forty-three 
pages. Needless to say, only a bare outline of the main con- 
cepts applicable to wealth, value, and property are presented. 
The material in each field with which the writer is familiar 
has been remarkably well chosen, and is presented clearly 
and concisely. 


The volume affords a valuable fund of essential informa- 
tion on Business Law, Mathematics, Corporate Organization, 
Corporation Finance, Financial Statements, Inventories, 
Financial Reports, Account Classification, Property Valua- 
tion, Depreciation, Goodwill,-Cost Accounting, Audits and 
Working Papers, Statistics and Graphs, Banking and Credit, 
Credits and Collections, Office Practice, Bankruptcy, In- 
solvency and Receivership, Fiduciaries, Consolidations, In- 
stallations, Public Utilities, Municipalities, Office Appliances, 
Business Management, Economics, Foreign Exchange, 
Accounting Principles and Taxation. 


As a ready source of reference for the fundamentals of 
the topics covered, the handbook is valuable to business 
managers, credit men, tax practitioners, and comptrollers, 
as well as to accountants. 


RED 


